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ABSTRACT
This project  analyses both  the economical  and political  concerns related to the 
fact  that Ghana has just recently  started pumping  oil. The analyse will  be based 
on  a  micro-economical analysis,  which  will create a  foundation  for  a  macro-
economical analysis, which  will  focus on  theories such  as the booming sector  the-
ory,  in  order  to explain  the economical implications for the country’s economy 
when  resources are turned into revenue. The economical analysis will  provide a 
basis for  the political  analysis, which  will investigate the political concerns re-
garding  policies made and implemented in  Ghana, that  are made to ensure a sus-
tainable economical development.  The research  concludes that the outlook for  the 
Ghanaian  economy  is in  general positive.  However,  there are certain  severe con-
cerns in  the democratic  implementation  of revenue management, concerned with 
government spending and borrowing.
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INTRODUCTION
Ghana is located on  the west  coast  of Africa  surrounded by  countries like Nigeria, 
Cote D'Ivoire, Togo and Burkina  Faso.  It  is a  country  of only  24  million  people 
but one of the smaller  African countries that  is being  offered a great  amount  of 
interest by  the international society.  Luckily, not  the same stories make headlines 
in  Ghana as it  is the case in  other small African  countries,  e.g. like Cote D'Ivoire, 
where stories of violent conflicts are  the most  common.  Instead Ghana  right now 
makes it to the headlines of international  journals,  newspapers and organiza-
tional agendas because of their  major  oil  findings (Bastian et  al, 2003: 120; Synge 
& Van Valen, 2011, 178).  When  not  talking about  the oil findings the, in  African 
standards, well-functioning democracy is often mentioned.
Ghana’s democratic history  begins as they  became independent  from  the British 
colonial rule  in  1957. Being  the leader  of Ghana’s fight for  independence, Kwame 
Nkruma, was put into office as president of Ghana.  Nkruma  served until  1966 
when  he was overthrown by  the military.  After  that Ghana  had a period of about 
25  years with  coups and shifts in  power  after  which  Rawlings gained power in 
1981. He suspended the constitution and functioned as a  dictator  until  he made a 
new  constitution  in  1992  allowing  democratic multiparty  elections. He himself 
was elected president in  front  of the party  NDC. When  he was forced by  the con-
stitution  to stop serving  as president  after  2  periods he peacefully  gave away 
power (U.S. Department of State, 2011).
Since then  two peaceful transitions of power  from  one legitimate leader  to an-
other has taken place and today,  Ghana is considered having  a flawed democracy 
but a  functioning and stable democracy  nonetheless (EIU, Democracy  Index, 
2010). In  Ghana  they  are though  challenged on  many  fronts by  a  serious division 
of wealth  between   north  and south  of the  country,  general  poverty  etc., but also 
on  a  very  new  front: resources. Oil  was found in  Ghana  in  2007  during the presi-
dency of John Kufuor.
In  2008 they  started building  the platforms and in  2010 they  started extracting 
the first  oil.  The largest oil  field,  The Jubilee Field, was firstly  estimated to hold 
around 6oo million  barrels making Ghana the 43'rd biggest  oil producer  in  the 
world (CIA, 2010).  Later  this year  more oil was discovered making  Ghana able to 
jump around ten  places up the list  producing  more oil than e.g. Denmark and 
Uganda (Petroleum Economist, 2011).
Kufuor  was in  2007  quoted saying: 'with  oil as a  shot in  the arm,  we're going  to 
fly' (BBC News, 2010).  Generally  other  actors than  the president  himself are also 
positive.  The oil is considered a  catalyst  for  Ghana to move up in a  new  class of 
economies.  IMF even  calls for  a  possibility  to move to middle-income country 
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status (IMF, 2010) and expected growth rates calls for  numbers as high  as 12% in 
2011  (Synge & Van Valen,  2011: 178-179). But  it  also constitutes a  threat  for  Gha-
naian  society's economy  and especially  political structure.  The examples are 
plenty  of how  natural resources have resulted in  economic failure and in  the 
worst cases civil wars.  Even more unfortunately  a lot  of them  are from  the same 
region  as Ghana with  countries like Nigeria, Cote D'Ivoire, Sierra  Leone and Libe-
ria  having  suffered from  coups, civil  wars and conflicts after  discovering natural 
resources (Gary, 2011).
What  makes Ghana’s case interesting is the challenge of keeping the political  sys-
tem  stable and democratic development  steady  when being  an  oil  producer. Vari-
ous risks of resource curse such  as a decline in  the competitiveness in other  eco-
nomic sectors,  volatility  of revenues, government  mismanagement or  weak,  inef-
fective,  unstable and corrupt  institutions are considered the possible risks for  re-
source rich countries (Collier et al, 2008: preface).
PROBLEM AREA
Having  found oil,  Ghana  is in  a  situation  with opportunities for  strong economic 
growth. Their  economy  has until now  been  reliant  on  the production  of the lower-
priced cocoa and palm  oil, as well  as the mining of gold (CIA, 2011).  These sectors 
are now  to be  supplemented by  the higher  priced oil.  This situation  also entail 
some challenges.
In  the general public,  countries in  abundance of natural resources are normally 
not thought  of as prone to poverty  (Sæbye, 2011).  However, as a  matter  of fact, in 
developing countries,  natural  resources do not  necessarily  translate into eco-
nomic growth  and development  (Garuba  & Ikubaje,  2010).  In  fact it  is more likely 
that  the resources will cause increased corruption,  poverty  and bad governance 
(Collier, 2008: 43). Extracting  natural  resources, especially  oil, brings,  along  with 
the money, economic challenges,  normally  referred to as the resource curse. Ni-
geria  faced such  challenges in  the 1980’s as their  economy  declined drastically  as 
an  effect  of falling  oil prices and exchange rate appreciation  (Breisinger  et  al. 
2010: 304). 
For  developing countries extracting  oil,  it  is of great  importance that  the people 
are able to hold their  governments accountable  for  their  actions and one of the 
key  elements in  this is transparency  of policies and budgets (Garuba  & Ikubaje 
2010: 158-59).  Transparency  constitutes a major  part of good governance which 
plays an  essential role for  Ghana, in order  to democratically  allocate the oil  ex-
traction revenue within society. 
"Ghana has  one of the most successful democracies in sub-Saharan Africa" 
(EIU, Democracy  Index, 2010: 18), with  strong  democratic traditions, seen  in  an 
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African  context. Investigations on  the area  has thus shown  that resource-rich  
developing countries that lacks key  concepts of good governance, such  as checks 
and balances, accountability  and transparency,  are often  faced by  severe conse-
quences resulting  in  economic failure and civil  unrest,  e.g. as seen in  Nigeria  (Col-
lier et al. 2008: 1-9). 
In  terms of managing  natural resources, studies has shown, that  autocracies are 
in  fact  likely  to economically  outperform  most  emerging  democracies (Collier, 
2008: 42).  However,  if democratic countries are able to handle the aforemen-
tioned key  concepts of good governance and constraining  government, democra-
cies are more likely  to outperform  autocracies. What  is significant in  this aspect is 
that  most  developing countries have difficulties fulfilling these democratic  re-
quirements (Collier, 2008: 38-50).
The above-mentioned concerns of democratic  requirements in  resource-rich  na-
tions makes it  important to investigate how  Ghana is dealing with  this issue. In 
this paper we will analyse the economic characteristics of being  an  oil-producer 
and the challenges this might  bring  to Ghana.  We will  also try  to identify  the im-
plementation  of good governance within  the formal  political institutions by  ad-
dressing the key  concepts of good governance,  namely  accountability, transpar-
ency  and common  understandings of the "rules of the game" (Debrah, 2011: 27-
29). 
PROBLEM DEFINITION
How  is Ghana  affected economically  by  the oil  production? And what  democratic 
concerns can  be had in  relation  to political measures already  taken  in  ensuring 
that  the oil  revenues are transformed into sustainable economic  and democrati-
cally founded development?
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METHODOLOGY
In order  to answer  our problem  definition,  we will  approach  the problem  with  an 
interdisciplinary  investigation, including  both  economics and political  science. 
We will analyse the current  economical situation  in Ghana,  relating to the oil 
production and revenue management.  We will firstly  do a  micro-economic  analy-
sis of oil, classifying it  as a  good, analysing the oil market and relating it  to the 
Ghanaian  economy. Furthermore we will  investigate what  economic implications 
oil production  can  have for Ghana.  The outcome of this part will  help gain an un-
derstanding  of what  effects the oil production  will have, and provide a framework 
for  analysing  what challenges the political  stability  and the state of governance in 
the Ghanaian  society  economically. It  will be done using  key  numbers from 
Ghana Statistical Service, The World Bank, Bank of Ghana etc. while applying  
descriptive theory.
Afterwards we will analyse the political  state of the country,  whilst  using  current 
theories on  good governance in  development work. This analysis will  be based on 
a  framework building  on  Montesquieu’s theories on  the separation of powers,  and 
governmental structure.  Doing  that  will give us knowledge on possible  structural 
weaknesses of the Ghanaian  democracy  as well as its strengths. When having  in-
vestigated the basic  structure we will  analyse the Petroleum  Revenue  Manage-
ment Act.  Investigating  the PRMA  will help determine whether  the action  being 
taken  is also done in accordance to international as well as national recommenda-
tions. In  order  for  us to  gain knowledge on  what  further  concerns could be had 
we will investigate the process of making the PRMA  as well  as the bureaucracy  of 
Ghana.  Lastly  we will  look  at  what  concerns can  be had in  relation  to accountabil-
ity. We will do that  by  investigating  electoral competition, horizontal and vertical 
accountability and agreement on ‘rules of the game’. 
RESEARCH DESIGN
In order  for  us to answer  the problem  definition, the two main  analyses will be 
brought  together  by  two overall  research  questions,  which  will  be built  up off sub-
questions for  each  part. The sub-questions will  both  act  as furthering  the enquiry 
of the overall  question,  but  it  will  also somewhat limit  the scope of the overall 
questions.
The research  questions from  the economy  chapter  is formed as to lead naturally 
on  to the political  part. The political  part  will then  be partly  interdisciplinary  us-
ing  the knowledge required within  the economics chapter.  Finally  a  concluding 
chapter will  sum up on our arguments trying to answer our problem definition.
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SUBJECT: OIL AND GOOD GOVERNANCE IN GHANA
Problem area
Problem definition
How is Ghana affected economically by the oil production? And what democratic concerns 
can be had in relation to political measures already taken in ensuring that the oil revenues 
are transformed into sustainable economic and democratically founded development?
Economy
Research question
What economical consideration does Ghana 
need to take into account, now being an oil 
producer?
Sub-questions
- What economical characteristics does 
Ghana have to consider, now being an oil 
producer?
- How does the revenue of oil production 
affect the exchange rate in Ghana?
- How does oil production affect the vulner-
ability of the Ghanaian economy?
Conclusion
Sub-questions
- To what extent are the theories of sepa-
ration of powers implemented in Ghana-
ian democracy?
- How are the key elements of good gov-
ernance implemented in Ghana’s policies 
on oil revenue, namely:
- Accountability?
- Transparency?
- Policy-making?
- To what extent has Ghana exercised good 
governance in their policy-making proc-
ess?
- How is the Ghanaian bureaucracy per-
forming?
Research question
What are the political requirements for 
Ghana, in order to manage the oil revenue 
responsibly?
Political science
ECONOMICAL ANALYSIS
INTRODUCTION
This part  of the research  will  assess the main micro and macro-economic aspects 
from  both  a global  and a  national oil  production  perspective in  order  to deter-
mine what  the possible short- and long  term  economical  outcomes for  Ghana 
might  be,  when  managing its crude oil  industry.  The characteristics of oil as a 
commodity  represent  the opportunities and threats for  the oil  companies operat-
ing  in  the Jubilee field and therefore have a  direct  impact  on  the general eco-
nomic prosperity.  Global tendencies of oil  the market  will also be determined in 
order  to see, where Ghana  stands in  the global  oil  market and how  that  may  affect 
Ghana’s economy. The following discussion  analyses oil as a  national  natural re-
source as well,  in order  to suggest  the most  appropriate form  of managing the oil 
resources in Ghana.
OIL – A NON-RENEWABLE RESOURCE
“Most known oil reserves are already being exploited,  and oil is  being used at a 
rate that exceeds  the rate of discovery of new  sources.”  (CNX)  Even though 
there are various oil findings around the world,  and different  expectations are 
made about  the world’s remaining oil resources,  the discussion  of oil as a  product 
that  is not  renewable and has a  limited amount  of reserves brings up various con-
cerns for Ghana as an oil producer.
Ghana’s government  manages the oil production  by  having one national oil  pro-
duction  company  that  belongs to the state and various international oil compa-
nies that have been  attracted to develop the oil industry  and pay  for having  the oil 
extraction  rights. One of the main  reasons for  that is the need for huge capital in-
vestments that  must  be made and specific  education  that  must  be applied to ex-
tract  oil. In  order  for  Ghana to keep some control over  the resources the Energy 
Commission was established in  1998 who regulates and manages the utilisation 
of energy  resources.  Ghana‘s state  owned and controlled company  is called Ghana 
National Petroleum  Corporation. Some of the oil reserves are devoted to interna-
tional companies as well, the largest of them  being  “Kosmos Energy”  and “Tullow 
Oil”. 
“Smaller companies  are  finding it easier to explore  in Ghana than in 
some of its neighbours  in West Africa. This is due  in part to advan-
tageous terms of the contract which include the following elements: 
No front end payments such as signature  or production bonuses; 
negotiable royalties  and income  tax (currently at 35%); no limit on 
cost recovery, low rental payments, no restrictions on the  repatria-
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tion of funds and no import duties  on exploration and production 
equipment and materials.” 
(Mbendi, 2011). 
All  in  all Ghana  has decided to have a  strategy  that  makes it  relatively  easy  for 
foreign  investors to enter,  but allows to remain  a  certain  degree of control within 
the state.
“Ghana does not currently have refining capacities, and oil is ex-
pected to be exported as crude  oil. The most important effect from oil 
extraction in Ghana will therefore be the  royalties and taxes paid by 
the consortium of oil companies.”
(Breisinger et al, 2010: 306)
Royalties payed and investments made have a positive effect on  Ghana’s economy 
as well,  there is a  possibility  that  investments might boost  the economy,  by  e.g. 
increasing the production and creating new jobs.
“Despite  oil’s   limited supply, oil is a relatively inexpensive  fuel 
source. It is a preferred fuel source  over coal. An equivalent amount 
of oil produces more kilowatts of energy than coal.” 
(Khanna, 2001)
Oil being  a  valuable yet  non-renewable natural resource has a  lot  of impact on 
economical decision-making  including  micro-economic  concerns, main  of them 
being Ghana’s ability  to have a competitive advantage in  the energy  market by 
supplying a highly demanded good.  
“The central  question in non-renewable resource economics is: given 
consumer  demand and the initial  stock of  the resource, how much 
should be harvested in  each  period, so as to maximize profits? [...]Any 
amount of  the resource extracted today  will not be available in  the 
future, and any resource left  untouched today  may fetch a  higher 
price in the market in  the future. These are the two fundamental  fac-
tors influencing the resource owner’s extraction decision. ” 
(Khanna, 2001)
We argue,  that the specific characteristics of oil  as a  product  has an  impact on 
micro-economic decisions of oil production  companies, that  build up the national 
oil industry and therefore has a direct impact on Ghana’s economy,  
We use The Hotelling  model of resource depletion (Khanna, 2001)  to create  an 
overview of how oil producer’s decisions are made within the oil industry.
“According to the The Hotelling  Model  of Resource Depletion  in a 
competitive market where there are a large number of  sellers, and 
each seller  can sell  any  quantity at the going  market price, each  re-
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source owner would be faced with the same options  and would follow 
the same logic. The theoretical result is  that in  this market  the quan-
tity  extracted will  be such  that resource price will  rise at exactly  as 
much as interest  rate per  year. If it were to raise slower, resource 
owners  would begin  to sell  off  current stocks and the current market 
price would fall. If the resource price were to increase at a  rate faster 
than interest rate per year, all  owners of the resource would hold on 
to their  stock, decreasing  the current supply  in  the market, thereby 
inducing the current market price to rise.“
(Khanna, 2001).
If we assume that  each  player, is an oil producing  economy, and the market  is the 
global crude oil market,  Ghana  is facing  the same options as other  oil extracting 
industries and would follow  the same market regularities in  order  to be able to 
compete and profit by selling oil in the global oil market.
DEFINING THE GLOBAL CRUDE OIL MARKET
In order  to define the world’s oil market  form  we have assessed the market  form 
determining factors: the number  of firms, their  ability  to affect  the price and in-
dustry  entry  barriers. We argue that the global oil  market  is defined as an  oligop-
oly.  
There are 125  oil  producing countries worldwide.  The diagram  below  represents 
oil produced worldwide per  barrels by  country.  (CIA 2010) It  is visible that there 
are three major  oil suppliers - OPEC member  countries, that tends to act  as one 
supplier,  Russia  and United States of America,  the rest produce a  considerably 
smaller share of the total oil production.
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Fig. 1.1: Global oil production bll/per day by country (2010)
Source: CIA 2010
Producers and industries face a  number  of entry  barriers since the oil  production 
requires large investments in  connection  with  oil field exploration and oil  extrac-
tion, and this makes it difficult to enter the oil market.  (Pindyck et  al. 2009: 450). 
There can also be legal restrictions in  terms of oil extraction  rights,  as it is in 
Ghana, where a permit must be obtained in order to operate in the oil fields.
When it  comes to the ability  to affect  the price in  the market  two main  issues 
must  be addressed.  Firstly,  we can categorise the oil producing  countries as sup-
pliers and consider the largest ones creating  monopolistic power  in  the market. 
They  have the ability  to set  the price as they  own the largest  market  share by  hav-
ing  the most of oil  reserves (Begg  2009: 107).  Secondly; crude oil is a  generic 
product, even though  it  slightly  varies in  terms of quality,  this difference is insig-
nificant, and crude oil is almost  impossible to differentiate when  selling  it  on  the 
market.  This factor  has an  effect  on  companies setting  their  prices - if the largest, 
major oil  companies are selling oil  for  a  certain  price,  the rest are most  likely  to 
adjust to the same price.  In  fact,  in  an  oligopoly  there usually  is an  implicit mu-
tual  understanding about  the competition in  economics called collusion. This will 
maximise the total profit of the whole market, if the already  existing  firms act as 
sole-monopolists (Begg 2009: 107).
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GHANA’S POSITION IN THE GLOBAL OIL INDUSTRY
Ghana’s position  in  the global  oil  market  is a  significant  issue to be discussed as it 
has a direct effect on Ghana’s local industry and economic decisions within it.
“[...]The main  players in the crude oil  market are OPEC—which  cur-
rently provides about 40 percent of world supply  and holds about 70 
percent of proven  reserves—and non-OPEC producers. OPEC, as the 
marginal  supplier, behaves as  a semi-cartel  in  normal times by aiming 
to maintain excess extraction capacity  in  order to influence crude oil 
prices. Non-OPEC producers, on  the other hand, have relatively  lim-
ited reserves and spare capacity, and generally  behave as price tak-
ers.” 
(IMF 2005)
As stated before Ghana  is one of the small suppliers in  the world’s oil  industry 
and puts the oil companies in  the role of the price takers.  Namely,  oil companies 
in  Ghana  are not  able to set the price for crude oil  or  hold some significant  oil  re-
serves as OPEC countries do.  Namely,  companies are forced to follow  the global 
“[...]  price,  that is affected by combination of various factors,  like, amount of oil 
available,  production/extraction costs; the price of currency the oil is  being sold 
and oil price predictions.” (Thisismoney, 2011)
Under the circumstances where the large oil producers have an  ability  to deter-
mine the global  market price,  it is inevitable that Ghana  would sell oil for  the 
price that  all  other  companies have set.  Ghana might have some power  affecting 
the price in  some local markets,  where it  could set the price higher  than the world 
market  price,  yet it  is only  profitable for  Ghana’s oil companies to produce as long 
as marginal  costs are equal  to marginal revenue (MC=MR) (Christensen et  al. 
2008: 69).
Ghana’s position in  the global oil  industry  has a  direct  impact  on Ghana’s general 
economic  stability.  Ghana as a  generic commodity  exporter  and a  price taker has 
a risk of being vulnerable to global market price changes.
DEMAND FOR OIL
SHORT TERM DEMAND
The demand for  oil can  be considered very  inelastic in  the short-run. For  exam-
ple,  cars and other  vehicles that  use fuel for  their  engines or  households using for 
heating  can  not  immediately  switch  to other  energy  substitutes such as electricity 
or  bio-fuel as soon as price rises. Therefore a  large change in price has only  a  mi-
nor decrease in demand.  Likewise - oil  prices dropping  would not  cause an ex-
treme demand for  oil  as it is a  rather limited amount  of oil  one consumer  would 
like to consume,  for  instance, a  household owning  only  one car would not make a 
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short-term  decision  to buy  one more car  if oil prices would drop and would 
probably not change their current oil consumption habits (Sloman 2010: 55).
When demand is inelastic, total expenditure changes in the same direction as 
price (Sloman  2010: 54).  What  it  means for  Ghana  producing an  inelastic product 
is: as soon as the  price rises,  consumer expenditure would be larger, yet  as the 
price falls, quantity  demanded rises proportionately  less as well as consumer total 
expenditure (Sloman  2010: 55).  This makes Ghana’s income directly  depend on 
oil price fluctuations – as soon  as price rises; the income rises as well and vice 
versa.
All  other  things being  equal – Ghana  would gain the most  profit  if the consumers 
of the oil or oil products income would rise.
LONG TERM DEMAND FOR OIL
The long-term  demand is more elastic as substitutes are available.  For  example, if 
oil prices steadily  rise over time,  consumers will gradually  shift  to consumption  of 
substitutes such  as bio-fuel, electricity,  nuclear  energy,  etc.  Consumers are most 
likely  to switch  to substitutes in  the long  run,  if they  become cheaper  relatively  to 
the oil.   If price rises,  quantity  demanded falls and total consumer  expenditure 
falls. However,  if price falls, quantity  demanded rises and total  expenditure rises. 
For  oil  producers this means larger  income in  the long run is affected differently 
that in the short-run.  
GLOBAL OIL CONSUMPTION
According  to World Oil  Outlook  published by  OPEC (OPEC 2011: 7) commercial 
primary  energy  demand increases by  51% over  the period 2010–2035.  Fossil  fuels 
are expected to constitute 82% of the global total commercial energy  supply  by 
2035.
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Fig. 1.2: Oil demand forecast between 2010-2035 in million barrels/day
Source: Rozukalne 2011, based on data from OPEC 2011: 7 
For  most of the projection  period,  oil will  remain  the energy  type with  the largest 
share.  However,  by  2035  it  will  have been  overtaken  by  coal  use,  which  will repre-
sent  29% of total energy, oil’s share will  be 28% and gas use will be 25% (OPEC 
2011: 7).
Fig. 1.3: World’s total energy consumption in 2035
Source: CIA 2010
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OIL PRICE EXPECTATIONS
The increasing  demand leads to a  discussion  about  the increasing  oil prices.  Ac-
cording to the International Energy  Agency  IEA  World Energy  Outlook 2015, oil 
prices are expected to increase to 114  U.S. dollars/barrel, 2035  oil  price forecast is 
up to 212 U.S. dollars/barrel.
What  this means for  Ghana  is that  there is a  possibility  to make profit,  if we as-
sume that  fixed costs remain  constant,  Ghana’s oil  industry  has the possibility  to 
make larger profits.
Fig. 1.4: Oil Consumption and Production Forecast - World
Source: Energyinsights 2009
The graph  above illustrates the steadily  increasing  demand and supply  of oil  The 
supply  is lower  than  the demand, and the scarcity  of oil causes the price to in-
crease.
The price expectations in  general play  an  extremely  important role in  the oil mar-
ket both  in  short  and long  run.  As mentioned above,  the demand for  oil would be 
much  more inelastic in the short  run  as in  the long run,  yet  oil  price fluctuations 
in  a  commodity  market in the short  run  are dependent  on oil price expectations - 
if price is expected to rise,  demand would rise as consumers would try  to buy 
more while the oil price is still  lower. The increased demand would make the 
price higher and cause the expected price situation.
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SUPPLY OF OIL
The main factor  to be considered when  talking  about  the supply  of oil is the fact 
that  there  is only  a  certain amount  of oil available, therefore the quantity  of oil 
supplied is limited to the available reserves both  in  Ghana  and globally. What it 
means in terms of supply  is that  there might  be some variations of the supply  of 
oil in  the short run, but  in  a  long  run it  remains constantly  decreasing as the cur-
rently  available oil  reserves remain  smaller  and smaller.  Ghana’s economy  both 
benefits and looses in  these industry  conditions; on the one hand it  profits from 
scarcity  of oil  in  medium  to long run, yet  in  relatively  further future,  it  has to con-
sider the aspect of non-renewability of oil. 
Fig 1.5: Oil discovery forecast until 2050
Source: The Rimini Protocol 2003 
The illustration above represents the expected amount of oil  discovery  in  the fu-
ture.
As mentioned earlier,  the OPEC  countries are both  the largest suppliers,  as well 
as they  own the largest oil reserves. That  allows them  to control the amount  of 
supply  globally  and therefore have a  strong  influence of the global market  prices 
that vary according to the supply.
Price influences the supply  of oil both  in  the long  and short run. Oil  prices are ex-
pected to rise in  the long  run  and that is the reason  for many  companies willing  to 
enter  the industry. This tendency  in  the market has a significant  long  term  impact 
on  Ghana  as an  oil producer.  Firstly,  Ghana’s economy  is  favoured by  “operating 
its  own national oil company “Ghana National Petroleum  Corporation”,  which 
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holds  13.75 percent interest in Jubilee Fields” (Odoi-Larbi) , and it  “is  expected to 
constitute to  2.2% of total GDP” (Vibe Ghana  2011).  Secondly, there are various 
foreign  oil companies that  pay  royalties and interests for establishing  themselves 
in  the Jubilee field,  that “is  planned to be 151,930,463.00 USD in 2011” (GEITI, 
2011).  
However,  oil industry  supply  can be considered inelastic.  One of the main reasons 
is the production cost structure. “The cost of pumping a barrel of oil out of the 
ground depends  on a variety of factors, including the size and accessibility  of the 
field”  (Reuters 2009).  What  is really  important  to point  out  is that  the fixed costs 
are considerably  larger  than  the variable costs.  Setting  up the oil  production  is 
expensive,  offshore oil extraction sites, that  are found in  Ghana  are even  more 
expensive and requires large investments, both  regarding finding  the oil as well  as 
extracting it.
The oil industry  form  the supply  side is relatively  inelastic in  terms of producing 
alternatives.  Huge investments made setting  up the crude oil extraction  sites 
makes it  extremely  unprofitable to exit  the industry  and restructure and produce 
possible cheaper  alternatives. This factor  makes Ghana  extremely  vulnerable to 
oil price or demand changes in a long term.
PRODUCTION COST
We assume that  a  producer’s goal  of production  is to maximize profit.  The total 
profit  is calculated by  extracting  the total cost  from  the total revenue (TC-TR) 
(Christensen et al 2008: 61)
Analysing the production  cost  of oil is usually  done in order  to find if a certain 
production is profitable before entering  the  market. Several companies are al-
ready  present  in  the Ghana’s oil  sector, which  tells us that  the market  is profit-
able.  This analysis will  outline some characteristics of the oil production  which 
differ to other productions.
There are different factors to consider when investigating in  a  production  where 
one is the production cost.  In  the short  run  we look at fixed costs that  are inde-
pendent of the number  of goods produced, it  can be in the form  of insurance, 
rents,  etc.  The variable cost  consists of labour wages and material costs (Chris-
tensen  et  al. 2008: 61-69). The total cost (TC) is expressed by  the fixed cost  (FC) 
and the variable cost  (VC) added together: FC + VC = TC. The marginal cost  (MC) 
is defined by  the change in  the total cost (TC) by  the production  of one more unit 
(Christensen et al. 2008: 63).
When the producer  has paid the high  entry  barriers like drilling, putting up oil 
rigs etc. the costs are relatively  low  on  producing  one extra  unit, which  gives us a 
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constant  marginal  cost (MC).  That  is because the extraction  machinery  is already 
paid when entering  the market and the price for  turning  up the pumps etc. is not 
high.  The variable costs, within  the oil-sector,  are also constant in  the sense that it 
does not  require extra  labour  to increase oil  production.  This excludes expansion 
of the business, e.g. buying or  constructing new  oil rigs to expand production.  In 
other sectors variable costs normally  increase when increasing  production  be-
cause of the need of extra  labour,  materials etc.  Within  the oil-sector  this is not 
the case because increasing  production does not affect the amount of labour 
needed nor  materials.  The fixed costs such  as rent,  insurance etc.  are relatively 
high for Ghana when producing off-shore compared to on-shore production.
This makes the total costs relatively  constant  in  the sense that  they  do not rise 
very  much  if quantity  is increased. The thing that  is differing  in  this market  is 
thus the oil-price only.
The somewhat  constant costs of the oil production is relevant  when  looking into 
the price of oil. Since Ghana is a  price-taker  in  the oil market, profits and revenue 
will be effected relatively  to an increase or  decrease in  the price,  since the produc-
tion  cost will  not change.  Thus,  the production  costs further  effects the vulner-
ability of oil revenue.
MANAGING THE OIL PRODUCTION
A  more general issue from  both economics and political point  is the question  of of 
view  is who should be responsible for  managing  oil not only  as a  commodity, but 
as a resource itself.
We base our  suggestion   for  managing   crude oil production  in the state of Ghana 
by firstly defining the oil as a good.
DEFINING OIL AS A GOOD
To do this analysis we look  at oil  as a  non-renewable resource and not  as refined 
oil that is sold as a  finished product,  since we are looking  at how  Ghana  manage 
extraction  of oil as a resource. We will look into what good the natural resource of 
oil constitutes for the Ghanaian state.
To ensure the most profitable production, it  is necessary  to define what  type of 
good oil is by using a micro economic model. (Gaden et al. 2007: 307)
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Fig. 1.6: Defining oil as a good
Source: Wolfhagen 2011
To define a good we need to look at the excludability and rivalry.
We argue that  oil as a  natural  resource is very  hard to exclude people from,  be-
cause  excluding  people from  the oil can be very  expensive. This is e.g. the case 
with  offshore oil  drilling. If you  want  to make sure no one is stealing, then  you 
have to surveil the ocean,  and that  would be expensive.  It  is therefore not  a  matter 
of whether  you  can  access it  or  if you  cannot, or  if it  is even  possible for  someone 
to be non-excluded, but  a  matter  of how  expensive it  is to exclude someone from 
the resource. In  the matter  of the oil in the Jubilee field it  is very  expensive. That 
might  be the reason  why  Ghana is not  able to exclude private companies even 
though they are not paying the taxes they are entitled to (Adam, 2011: 2).
At the same time, we have to look into the rivalry  of the good.  Because oil  is a lim-
ited and non-renewable resource,  and therefore at  some point  there will be no 
more left. This means that if you  had only  one company  extracting  the oil in 
Ghana,  and another  company  also started drilling for  the same oil, then there 
would be less of the oil for the mentioned company
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Thus this chapter  defines that the oil as a  good is not a  private good but  a  com-
mon  good, because of the non-excludability  and rivalry, Therefore we can  con-
clude that,  if this product  was a  private good,  it  should be produced in  the private 
sector, but because we define it as a  common good it means that  we cannot expect 
the good to be produced in  accordance with the optimal socio-economic consid-
erations.  Therefor  there is seen  different profitable oil  productions around the 
world.
There are some considerations in  the way  Ghana  manages the oil  production.  We 
assume that since Ghana’s oil  production  is divided in  public and private sectors, 
there can be various issues to discuss, corruption is one of the major issues.
There are various situations where corruption may occur in Ghana:
Vulnerabilities – Instances Where Corruption can Take Place (Webster 2002:11):
a. “Where a government agent is responsible  for issuing of licenses,  per-
mits,  customs clearance and border-crossing documents,  banking li-
censes, etc.” 
Ghana’s National  Petroleum  Corporation is the only  nationally  owned oil 
company  that  also is responsible for  issuing  the oil-extraction  and other 
licences for operating in the Jubilee field.
b. “Where government regulators  decide about price  controls or taxes on 
commodities  (for example: to keep prices  high on locally produced com-
modities that have an inelastic demand; or to assign high duties  on im-
ported goods that compete with domestic producers). “
Government of Ghana  is responsible for  issuing  policies like the Petro-
leum management revenue act etc.
c. “Making policy  decisions or enacting laws that would grant to  certain 
classes of enterprises subsidies, soft credits, or tax exemptions.” 
As mentioned earlier, there are smaller  companies that  have lighter  and 
much  more attractive entry  requirements, such  as signature or  production 
bonuses; negotiable royalties and income tax  (currently  at  35%); no limit 
on  cost  recovery, low  rental payments,  no restrictions on  the repatriation 
of funds and no import duties on  exploration and production  equipment 
and materials.
d. “Where monitoring mechanisms  are weak  and allow  government offi-
cials to maintain obscure or secret budgetary accounts.” 
Ghana has been  rated as 62nd in  the world range when  it  comes to trans-
parency  in  2010. Transparency  international world corruption index  of 
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Ghana is 4.1  out  of 10.  (Guardian  2010) This means that  there is a  consid-
erable transparency issues in Ghana.
We believe,  that  according to all the above mentioned,  Ghana  has made a  reason-
able decision to maintain  some control over the oil-resources,  but  there is still 
possibility  for  corruption  to occur,  therefore it  is important  to have some legal 
and political implications for maintaining control and transparency  within  the 
oil-management sector.  
SUB-CONCLUSION
From  the micro analysis we have assessed two main  challenges Ghana  had to 
consider  before entering  the oil industry. First: ensuring  that Ghana’s society 
benefits from  oil as a  natural  resource. Secondly: producing  in such  a  way  as to 
gain maximum  profit from  the oil industry. We have first determined all  the eco-
nomic factors that has a direct impact on the oil industry.
The oil market is described as an  oligopoly  market.  Ghana as a  developing  coun-
try  does  not  have the means of managing the whole  extraction  nationally, be-
cause of this they  sold the extraction  rights to foreign  corporations.  Ghana  main-
tained a certain  amount of control of the oil  industry  in the Jubilee field by  having 
a  nationally  owned company  - GNPC,  that  operates in  the Jubilee field and also 
manages the extraction rights.
In  the oil market Ghana is a  small producer  and acts as a  price taker, which  affect 
their  position  in  such  a way  that they  have to adjust  prices after  the bigger suppli-
ers. Ghana’s oil  industry  is thus directly  affected by  global oil price 
fluctuations.When considering the demand and supply  characteristics of oil we 
can  determine that Ghana has an  opportunity  to profit  from  the inelastic  short-
term  demand. As forecasts suggests the consumption  of oil will continue increas-
ing  along the demand for  oil and oil products.  Therefore Ghana has a  good oppor-
tunity for oil revenues.
When looking  at  the supply, Ghana  has a competitive advantage being a  supplier 
of a  commodity  that is scarce and which  is expected to have a  steady  increase in 
price in  the future.  Yet  it  is exposed to the fact that it  is selling  a  non-renewable 
resource that  has to be distributed in  the most  beneficial  way  over  time,  and that 
can be a great challenge for the government.
Oil production  is special in  terms the production costs that creates both  advan-
tages and disadvantages for  Ghana’s oil industry. There are large fixed costs, 
which  means that  huge investments are needed to enter  the industry  and it  is ex-
tremely  expensive to maintain  a  position in  the industry  in  case oil  price drops 
and pushes marginal revenue below  the marginal  costs. In  this relation  Ghana  is 
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very  vulnerable to a  drop in  oil prices.  The total  costs are relatively  stable and 
constant  which  makes the oil-production even  more vulnerable to price fluctua-
tions.
Oil is defined as a  common good.  Determining  who should produce oil is a  diffi-
cult task. However  as it  has a  low  degree of excludability, mainly  caused by  the 
high  costs of excluding others, the market  is normally  very  mixed with  both  pri-
vate and public  companies.  In  Ghana  the excludability  is identified by  not  being 
able to collect  taxes from  private  companies nor  nationalising production com-
pletely. Ghana however, are able to collect  oil revenue in  the form  of resource 
rents,  sale of extraction  rights etc.  In  fact,  involving  several private companies can 
contribute to higher  efficiency  and larger  profits.  However,  there is a  rather high 
risk for occurrence of corruption if GNPC is not independently controlled.
MACROECONOMIC ANALYSIS.
GHANA AS A DEVELOPING COUNTRY AND NATURAL RESOURCES
It is a  normal perception that  the findings of natural  resources will bring eco-
nomic growth  to a  country,  but in  multiple cases it has been observed that  re-
source rich  developing  countries have experienced slow  growth  or  even  a  de-
crease in  growth  after  the findings of natural  resources,  like Nigeria  who experi-
enced the effects of the resource curse (Collier,  2008: 39-40). This can  be ex-
plained with the phenomenon called Dutch disease.
To understand the phenomenon  Dutch disease, this chapter  will outline some ba-
sic macro economic  theories to explain  the  consequences when  one sector  in  a 
country  overtake the main  export  and export revenue. In  order  to explain  this, 
this chapter  will  outline the exchange rate theories and how  changes in  this can 
affect the competitiveness on the global market.  
In  order  to compete on  the global market,  a  country  needs to specialise in  a  com-
modity  and produce more than needed domestically, therefore the export of this 
specific commodity  increases and as the income increases,  the main part of the 
income will be used on  imports.  This creates an  open  economy  to foreign  trade 
and this affects the global economy. (Begg 2009: 261-262)
Ghana’s economy,  as well  as many  developing  countries,  is based on  natural re-
sources,  agriculture and other  industries.  In  Ghana,  56% of the labour  force is 
occupied in  natural resources and agriculture and constitutes 29.9  % of the GDP 
(CIA 2011). Therefore these sectors are very  important  to the Ghanaian  popula-
tion, who has created their  living  upon  these sectors.  But experiences from  other 
development countries,  who has found natural resources,  has shown  that these 
sectors shrinks and creates unemployment. To explain  this we need to look into 
Oil and Good Governance in Ghana 24 / 66
Oil findings in Ghana - SIB 21.2 Group 2 Semester Project
macro-economical implications of Ghana  and what  happens when  a  developing 
country, as Ghana, experiences a resource boom and starts foreign trading.
EXCHANGE RATE AND THE GLOBAL MARKET.
Exchange rate is the price in which  two currencies exchange.  The trading  takes 
place in  what is called The Foreign Exchange Market (forex)  where a  national 
currency  is exchanged for  another  (Begg,  2009: 262). Basically  it is forex who de-
termines the value of the different currencies and measure how  much  of a  foreign 
currency  one unit  of the  domestic currency  is worth  (Begg 2009: 262). Therefore 
the exchange rate has a  great influence on a  country’s competitiveness on  the 
global market, hence the real price of a  good follows the exchange rate and is be-
ing  expressed in  the country’s relation  between import  and export; the balance of 
payments.
The exchange rate is a  question  of supply  and demand, as in  a  free market, pre-
requisite a  floating  exchange rate. This means that the exchange rate will  find it’s 
natural equilibrium  in the forex according to the principles of the free market. 
The central  bank can  intervene in  the exchange rate by  implementing  a  fixed ex-
change rate, this means that  the local currency  follows another  currency.  The 
Bank of Ghana  has during  time shifted from  a  fixed exchange rate to a  floating 
exchange rate and has been able managed that since 1986. (Appiah et al, 2011: 77)
Globally  oil is traded in  US Dollars, so this chapter  will  make an  analysis on the 
nominal exchange rate between US Dollars (USD) and Ghanian Cedi (GHS).
According  to the basic  model of supply  and demand the price of a good will fall  if 
the supply  of this good increases.  Translate this into exchange rate the GHS will 
appreciate in  value relative to other currencies and the USD depreciate; the oil 
production revenue will be in  US Dollars,  this means that if Ghana  is to use this 
revenue domestically,  they  have to exchange the USD into GHS. This creates an 
excessive demand for GHS.
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Fig. 1.7: The Forex GHS and USD
 
Source: Kjær 2011
In  figure # we see the shift  in  the demand to the right from  DD to DD1,  the new 
equilibrium  between  DD1  and SS show  an  appreciation of the GHS compared to 
USD along  the Y-axis,  where along the X-axis we see an  increase of quantity  of 
GHS in  the forex.  To meet the demand for  GHS, we assume that there is a  need to 
print  more GHS notes; therefore a  shift  in  the supply  curve to the right  from  SS to 
SS1. The new  equilibrium  show  a  new  decrease in  the GHS on  the Y-axis and an 
even higher quantity of GHS along the X-axis.
The increase in  the quantity  of money  issued will  result  in  inflation.  The inflation 
will have an  affect  for  the population of Ghana in  the sense that  the money  within 
the country becomes less worthy compared to the relative price on normal goods.
CURRENCY INCREASE AND COMPETITION
The exchange rate has a  big  influence on  a country’s competitiveness on  the 
global market (Ebrahim-zadeh, 2003).
We assume that  the Ghanaian  oil production  will create great  income,  which  will 
cause the GHS to appreciate in  relation  to the USD. Domestic  good prices will 
therefore rise relatively  compared to American  goods measured in  GHS.  This 
causes foreign  buyers to pay  more GHS for  a  given  good compared to the real 
price not affected by currency changes (Ebrahim-zadeh, 2003).
The appreciation  of the real exchange rate will weaken  other  export  sectors’ com-
petitiveness on  the global market.  When  a foreign  buyer  wants to buy  a  Ghanaian 
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product it  will be more expensive if the Ghanaian Cedi appreciates.  In  other 
words there will be a  decrease in  demand within  the export sector  (selling in the 
national currency),  where Ghana’s main  exports are cocoa  and gold. Also it  affects 
the domestic commodities that  are now  more expensive than  imported commodi-
ties putting  the affected markets in  a  very  difficult  situation where they  will most 
likely stop producing (Collier, 2008: 39).
The global demand for  Ghana’s exports will  most  likely  decrease,  since it will  be-
come cheaper  to import from  other  countries that  has a  more favourable devel-
opment  in  their  exchange rate.  The exporting  sectors might  therefore shrink, 
since they  cannot compete globally  and this could create a  lower  production, re-
sulting in increased unemployment.
This chain  of reactions is normally  referred to as “Dutch  Disease”  which  we will 
now elaborate on.
DUTCH DISEASE PHENOMENON
BOOMING SECTOR THEORY
The booming sector  theory  focuses on  the sectorial  allocation  that  can happen  as 
an  outcome of a  suddenly  increased income,  such  as finding  big  natural  resource 
deposits. The core model of dutch  disease,  outlined by  Corden et al.  (1982),  talks 
about  three sectors: the booming  sector,  the lacking  sector  and the non-tradable 
sector.
The booming  sector  and the lacking  sector  are tradeable  sectors.  This means that 
they  are engaged in foreign  trade which includes import  and export and therefore 
competes along  with  the prices of the global market.  The non-tradable sector 
produces domestic services where the price is controlled by  the domestic supply 
and demand and therefore is not the focus of this chapter  (Ebrahim-zadeh, 
2003).  The cause of the allocation  from  the lacking  sector  to the booming  sector 
can  be caused by  resource movement  effect or  spending  effect  (Corden et al, 
1982: 827).  The resource movement  effect  is where the appreciation of the ex-
change rate causes labour  and service  movement  to the booming  sector. The 
spending  effect is when  the booming  sector  uses relatively  few  resources from  the 
lacking sector,  but  the revenue is spend domestically  which  causes the exchange 
rate to appreciate. (Corden et al, 1982: 827).
In  the case of Ghana  the booming  sector is identified as the new  oil industry  and 
the lacking sector  as the other  exporting industries like agriculture etc.  The allo-
cation will be determined be the spending  effect,  since the oil industry  does not 
require its labour  force from  the lacking  industry  but  is controlled by  the great  oil 
revenue.  The labour  in the oil industry  is a high  intense labour force, compared to 
the labour  force in  the agricultural  sector,  this is because the oil industry’s turn-
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over  is bigger  than  the agricultural  industry’s, but the demand for  labour  is 
smaller  (Corden  et  al, 1982: 830)  This makes the exchange rate to appreciate, 
hence the global competitiveness for the lagging sector is weakened.
According  to the exchange rate theory  the domestic  goods has become more ex-
pensive for foreign buyers to purchase leaving  the lacking sector  worse off. There 
will also be a shift  in  resources from  the lacking sector  to the booming  sector. This 
is also called indirect de-industrialisation (Corden et al, 1982: 832)
SIGNS OF DUTCH DISEASE IN GHANA.
In order for  us to investigate whether  Ghana  is experiencing  signs of Dutch  Dis-
ease we will  look  at  how  the exchange rate between  GHS and American Dollars 
has been  developing  since 2009. Also we will  look  at  if there has been any 
changes in  the exporting sectors of Ghana  in  order  for  us to get  an  idea about 
whether they  are affected by  a possible appreciation  of GHS. Lastly  we will look 
into how  the manufacturing  and agricultural sectors have developed. That  could 
indicate whether there is a lacking sector present in Ghana.
The nominal exchange rate between  GHS and American  Dollars needs to be un-
derstood since it  is the factor giving  us an  idea  of how  the demand for  GHS might 
be rising  or  falling  as it  is determined by  the trade on  the foreign  exchange mar-
ket, resulting in appreciation or decline.
The graph  below  shows that  the real exchange rate is declining  whilst  the nominal 
exchange rate appreciate. Given  that the nominal exchange rate tells us about  the 
value of GHS when  being  traded on  the foreign  exchange market,  we can read 
that   from  2010 to 2011,  there has been  an  increased demand for  GHS, hence 
making  it  rise. The real exchange rate is thus declining,  telling us that  the prices 
have not been affected by the appreciation of the nominal exchange rate.
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Fig. 1.8: Ghana’s real and nominal exchange rate 2009-2011
Source: Adam, 2011: 7
The main  exporting  sectors of Ghana, as shown  below,  have, despite a growth  rate 
of high  national growth  either  not  grown  very  much  or  declined significantly. 
That  could be seen  as a  sign  of dutch  disease. However it  needs emphasising  how 
this change could be caused by  a lot of factors that are not  caused by  Ghana’s oil 
findings - especially because of the current global financial crisis.
Fig. 1.9: Ghana exports and growths
 
        Source: Adam, 2011: 8
Lastly, we will try  to look at  how  the manufacturing  and agricultural  sectors have 
developed. The manufacturing sector  made out 7% of the GDP in  2010 and have 
fallen  to 1,7% this year  (Adam,  2011: 9).  The agricultural sector  made out  5,5% in 
2011  whilst making out 5,3% in  2010 going  from  7,2% in  2009 of the GDP (EIU, 
2011). It  is hard to conclude anything from  these numbers as the changes are not 
very  significant  and shows no signs of dutch  disease.  However  there are concerns 
that  these numbers show  signs of dutch  disease as the general growth  has been 
much higher than these sectors indicate (Adam, 2011: 9).
SUB-CONCLUSION
The dutch  disease phenomenon  has been  experienced in  multiple cases when  a 
country  experiences a  great  income boom. This can  be caused by  an  appreciation 
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of the nominal exchange rate,  which  can  cause a  chain  reaction of effects that 
causes a sectoral change.
Since oil is traded in  US Dollars,  Ghana will experience a  large income of US dol-
lars.  This sudden demand for  GHS could be part  of the explanation  why  the 
nominal exchange rate has appreciated steadily  since 2009. Our analysis have not 
shown clear  sign  of Dutch  disease. However,  concerns are being  raised relating  to 
the lack  of growth  within  the agricultural and manufacturing sector.  This uncer-
tainties are somewhat obvious as Ghana has just  recently  commenced oil produc-
tion.
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GOOD GOVERNANCE IN GHANA
INTRODUCTION
The concept of good governance can  be explained as somewhat of a  modern  buzz-
word in  development  politics.  It  does not  bring  any  particularly  new  ideas or  con-
cepts in  to development  work.  It  does however  provide a  framework for  investi-
gating  the importance of key  governance institutions. What  it brings to light is the 
normative approach  towards institutionalising best  practices of liberal democracy 
in developing countries.
One of the key  proponents of the good governance agenda  in  development  aid,  is 
the World Bank. In  the past  two decades,  the World Bank has based their  aid and 
loans to developing countries on good governance criteria.
"Good governance is  epitomized by  predictable, open and enlightened 
policy-making (that is  a transparent process); a  bureaucracy imbued 
with  a professional ethos; an executive arm of government account-
able for its actions; a strong civil  society  participating  in public affairs; 
and all behaving under the rule of law." 
(World Bank 1994: "Governance: the World Bank's experience", cited in Williams, 2010: 407)
The World Bank approaches the governance term  with  an  encompassing  notion 
of more than  just  government,  but also as "[…] the 'manner' in which  a  country's 
economic  and social resources are managed and power  is distributed." (Smith, 
2007: 4). This calls for  a  discussion  about  whether  or  not this liberal democratic 
agenda is really  the right  solution  for  an  African country  (Abrahamsen,  2000: 12). 
The liberal agenda  is criticized for  delegitimising other  ideologies and policy  op-
tions than  those favouring  the western  liberal ideas of free trade and the minimal 
state, by  implementing the normative “good”  in  governance studies.  This criti-
cism  is often  directed at  multilateral  donors such as The World Bank and IMF 
with  the normative approach  to their  involvements in  Africa. One example is the 
Structural Adjustment  Programmes that were carried out in  the 80’s with exten-
sive privatization  and other  liberal  reforms in  Nigeria  as well as other  parts of Af-
rica (Collier, 2008: 65). 
We have however  chosen to use the framework given by  the theories on  Good 
Governance, despite the criticism.  Issues such  as separation  of powers, account-
ability  and transparency  are all standards that benefit the people.  Power is often 
seen to be corrupting the people holding it  and the standards of good governance 
are mechanisms trying  to eradicate the Machiavellian  phenomenon  of power-
corruption. Ensuring  that  this does not  happen  is what the basics of Good Gov-
ernance is concerned about. 
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The agenda  we follow  is centred around the thought of making sure that democ-
racies does actually  serve the people, as in Ghana  where it is stated on  the first 
page of the constitution, and not the people holding  office. That,  we believe,  is 
also the reason  why  these standards have been  widely  adopted by  western  donor 
countries, and are extensively  used when  planning  and selecting aid programmes 
and -countries. In  Ghana’s oil  production  sector,  and nearly  every  other  political 
aspect,  good governance practices are mentioned in  state and civil  society 
(CSPOG, 2011  and PRMA, 2011).  Governance performance remains a  key  factor 
in  determining  a country’s readiness for  extraction  of natural resources and the 
revenues obtained from this.
GHANA’S POLITICAL STRUCTURE
The fundamental structure of government  and its institutions are  important  aca-
demic  areas that are offered great  concern  (Badie et  al,  2011: 24).  Through  history 
some major  contributions are identifiable when  studying this area.  A  main  con-
tributor  being  Montesquieu  with  his theories on  democracy  and especially  the 
separation  of powers. His thoughts have been  used as a  framework  for  much  of 
the studies that are being  done on  the area  today  (Badie  et  al, 2011:  2404). In this 
analysis we will  start out with  looking at the fundamentals of democracy,  using 
Montesquieu's thoughts as a framework.
As in most democracies,  the institutions of government are expressed in  the con-
stitution. In  Ghana  the constitution  was made in  1992  under  the rule of J.  Rawl-
ings and entered into force on  the 7th of January  1993. In the constitution  we are 
able to identify three powers of state, these are: 
1. The legislative power, which is vested in Parliament
2. The executive power, which is vested in the Presidency
3. The judicial power, which is vested in the Judiciary
(Constitution of the Republic Ghana, 1992: articles 93(2), 58(1), 125(3))
Dividing the powers this way  tells us that  the Ghanaian  constitution,  like the 
American  (Badie et  al,  2011: 2404), has been  widely  inspired by  the thoughts of 
Montesquieu  who talked of the separation  of powers.  Montesquieu’s most famous 
work  ‘Spirits of the Laws’,  gave a  framework for  the making of a  democratic  state, 
elaborating  on the works of Aristotle and Plato (Magill  et al,  1996: 844). His ma-
jor  thesis was the separation  of powers which  he saw  as the basics for  a  function-
ing  democracy  (Badie et  al,  2011: 2404). The idea  is that the separation  of powers 
provide means for  effective checks and balances between  the powers ensuring 
that  individuals or  groups within  one of the powers can  not abuse its function 
(Magill  et al,  1996: 844-45).  This horizontal  accountability  is to make sure that 
the institutions are structured in  such  a way  so that  they  will check each other 
and make sure that they actually follow the rules of constitution. 
Oil and Good Governance in Ghana 32 / 66
Oil findings in Ghana - SIB 21.2 Group 2 Semester Project
The basic structure is the separation of the legislative, executive and judicial.  We 
will firstly  take a  look into the separation  of powers by  looking  at  the system, 
within  government,  of which  a  bill  has to go through  before it becomes a law.  We 
do this as the laws of the country  can  be seen  as the most  important  means of ex-
ercising  legitimate power  over  the citizens (Heywood, 2007: 11).  After that we will 
look into some of the instruments of checks and balances as well as flaws in these.
The bill  (it  is not  called a  law  before it  is assented to by  the president)  is firstly 
handled within  the legislative, elected by  the people,  seated in  the parliament. 
The legislative has, according  to the constitution,  the right to make bills (Consti-
tution  of the Republic Ghana, 1992,  article 106(1)). In  parliament it  goes through 
two hearings after  which  it  can  be either  rejected or passed with  or without 
amendments (Constitution  of the Republic Ghana,  1992,  article 106  (4, 5,  6)). 
These hearings make sure that proposed bills are thoroughly  looked through  and 
the consequences of it  discussed within  parliament. The bureaucracy  also works 
together  with  the commissions at  this point,  making  sure that  the bill does not 
violate the constitution, as well  as give advise on the bill.  In  this process it is im-
portant  to notice that  the legislative have got  no right to initiate a  bill that  has fi-
nancial implications other  than  by  reduction  (Constitution  of the Republic 
Ghana,  1992, article 108). This is important  because it  also gives the president  the 
power to control all public funds of Ghana 
It then  goes to the president  who has the authority  to veto the bill,  and send it 
back  to parliament,  or  pass it. If rejected the parliament shall  then  reconsider  the 
bill  after  taking the comments made by  the president  into account.  If no less than 
two thirds of the parliament  votes for  the law  the second time,  the president will 
be forced to assent  to the bill  (Constitution  of the Republic  Ghana,  1992,  article 
106  (7-10)). The idea  of these limitations are as earlier  mentioned to make the 
two powers able to check  each  other,  making  the president  able to veto bills that 
does not  have the proper  support  in  the parliament,  making  sure that  the highest 
level of democracy is maintained.
After  being assented to by  the president the law  is checked by  the judiciary  who 
has to check  that the bill  does not violate the constitution. This is explained in  the 
constitution where it says in article 107 a and b:
   
“Parliament shall have no power to pass any law -
(a) to alter  the decision  or  judgement of  any court as between  the par-
ties subject to that decision or judgement; or
(b) which  operates retrospectively  to impose any limitations on, or to 
adversely  affect the personal rights and liberties of any  person  or  to 
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impose a  burden, obligation  or  liability  on any  person  except in  the 
case of a law enacted under articles 178 0r 182 of this Constitution.”
(Constitution of the Republic Ghana, 1992, article 107)
Article 107  is very  central in  making  sure that the laws of the parliament  does not 
take away  the power  from  the judiciary.  That is of major  importance as the judici-
ary  is the one power that  can  safeguard that  laws not following the constitution 
are not  passed.  Since the constitution  makes sure personal rights and basic  sepa-
ration  of powers are kept article 107,  in  other  words, keeps democracy.  This of 
course  requires a  strong and independent  judiciary  but on  the paper  the checks 
and balances are in place. 
This structure suggests that  it  is a  presidential system  having  each power sepa-
rated from  each  other  not having members being  part  of more than  one power  of 
state (Magill  et  al, 1996: 1248). However, in  Ghana  there is an exception  from  this 
ideal,  as the cabinet (ministers of state etc.) can  be appointed from  the legislative 
part of government  being  the parliament, without  loosing  their  influence - their 
vote.  It is explained in  article 78(1) how  the majority  of ministers has to be elected 
from  the parliament.  Furthermore,  ministers appointed from  outside parliament, 
will be appointed a  seat of parliament, although  without voting  privileges, and 
offices in  parliament. In  effect  it  becomes a  rare mix  of parliamentary  and presi-
dential system. 
This can  be seen  as a threat to democracy  having parts of the parliament being 
part of the executive power.  The parliament in  that way  can  become biased and 
won’t  be able to effectively  scrutinize bills proposed by  incumbent administra-
tions properly  (Heywood,  2007: 345).  This can be even more problematic,  when 
only  having  one legislative  chamber  being  elected at the same time as the presi-
dent.  When being  elected at  the same time the risk of having a  simple majority 
rule is thus bigger  than  if the parliament  is split  in two chambers with  separate 
election  periods. Having  two chambers will make sure that  the parliament  has got 
the most  ideal  representation of the people, because of more frequent elections, 
thereby making simple majority more difficult to obtain. 
It is also a  problem  because the Ghanaian  politics is considered to be a  two party 
system  with  NDC and NPP as the two parties (U.S.  Department  of State,  2011). 
One could easily  imagine an election  where the president  is from  the same party 
having  majority  in  the parliament. That situation  would take away  some of the 
checks and balances between the executive and the legislative. 
When relating this structure to Montesquieu,  who suggested a  very  clear  separa-
tion  of powers, the Ghanaian  system  does have some flaws in the construction  of 
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their  democracy.  This being said,  the clear  separation  of powers rarely  exist in  its 
ideal form, especially  in  Africa  (Heywood,  2007: 336).  When  looking at the prob-
lems of having one or two chambers there are also positive things to say  on  only 
having  one.  Having  two chambers might  often  result  in government gridlock 
where neither  the president  nor  the legislative power  is able to bring  through 
policies (Heywood, 2007: 345). In  many  parliamentary  systems, like Denmark,  it 
is normal and well  functioning with  only  one chamber. What  makes it  different  in 
Ghana is the two party  situation  where it  is relatively  easy  to obtain  simple major-
ity. 
Only  looking  at the  structures of these institutions would though  be very  superfi-
cial  and what  might actually  matter  the most  is how  they  are functioning  or  per-
forming within  the structures given. One could imagine a  system  with  perfect 
separation  of powers and still not  being  democratic  because of the different insti-
tutions not  functioning, e.g.  because of corruption,  undemocratic elections and a 
low degree of professionalism.
From  the above, it is made clear  that  Ghana has the key  fundamentals of democ-
racy  in  place, it is a  constitutional  democracy, and in  that,  it  has,  at least  theoreti-
cally, separation of powers.  This however  was also the case in  the soviet union 
where keeping  it  was more difficult. So,  in  order to investigate the democratic 
practice of the country, we will now  turn  to the concepts and ideals of good gov-
ernance,  and look at how  these are implemented in  Ghana.  We will further  inves-
tigate how  these are apparent  in some of the country’s political institutions, 
namely  those concerning  oil production. Explicitly,  we will look in  to the Petro-
leum  Management Act 2011  passed by  the Ghanaian government, as a  means of 
managing  the oil  revenue in  a  democratic  and accountable manner. That  will give 
us an  idea of whether  the democratic  practices and concepts of good governance, 
as seen  in  the constitution  are also apparent  in  policies made.  That will  lead us to 
investigate the institutions of government and whether they  are  practicing  good 
governance in  their  processes.  Firstly, we will  look into the interdependency  of 
the institutions to give an  idea  of how  they  check  each  other  and how  they  func-
tion in relation to each other. 
INTERDEPENDENCY IN GOVERNANCE INSTITUTIONS
The different  institutions and concepts encompassed in  the notion of good gov-
ernance are interconnected in  that  they  depend on  the fulfillment  of each  other. 
That  is shown  by  the framework introduced by  Levy  (2004) in  his analytical 
model The Governance Diamond that is concerned with  these relationships of the 
governance institutions.  Levy  divides the governance institutions into four 
broadly  defined categories: Political Interests,  Formal political  institutions,  Bu-
reaucracy and the Economy (Levy 2004: 3).
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Fig. 2.0: The governance diamond
         Source: Levy, 2004: 3 
The diamond explains 7  of the most important  causal interactions between  the 
four categories (Levy, 2004: 4):
Economy ⇒  Political Interests
Political interests ⇒ Formal political institutions
Political interests ⇐ Formal political institutions
Political interests ⇒ Bureaucracy
Formal political institutions ⇒ Bureaucracy
Formal political institutions ⇒ Economy
Bureaucracy ⇒ Economy
These causal relations can  help  to understand the complexity  of the structures of 
governance institutions.  Formal political institutions provide the arena  within 
which  political interests are acted out, and in  which  political influence can  be 
sought.  The other  way  around,  political  interests might  seek to influence this 
structure legitimately,  e.g. by  legislation,  or  illegitimately,  by  means of corrup-
tion, thus trying to reshape it to suit the political interest (Levy, 2004: 4). 
A  key  relationship in  this figure,  concerning  Ghana,  is the relationship between 
the formal  political  institutions and the economy.  Levy  states that  formal  political 
institutions provide stable  and predictable conditions for  the economical envi-
ronment (Levy, 2004: 4).  Thus,  a  reliable and well-structured formal  political  en-
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vironment will contribute to the economical development. Economic  growth  is to 
a  somewhat  extensive degree  dependent on  reliable and stable  institutions. In 
cases of resource-rich  countries it  is very  important  that political  and governance 
institutions are well-functioning with  a  high  degree of professionalism  in  order  to 
control  the flow  of money  into society  and to secure financial  stability  domesti-
cally (Collier, 2008: 65). 
The Governance diamond provides a  certain  understanding  of these structures 
and relations.  It  implies that  the structures of formal political institutions are of 
great  importance,  as these affects the other elements to a  very  large extent  - 
showed in the model.  This leads us to investigate the formal political  environ-
ment, and how legislation are made in order to uphold democratic capacity.
MANAGING RESOURCES
In April 2011, Ghana’s vice president announced that  the country  will commence 
an  extensive relationship with  the Norwegian  government  in  developing  policies 
on  allocating and managing resource revenues (Ghana  Government,  2011). The 
Norwegian  case constitutes the “good example”  of how  to manage resource reve-
nue politically. It encompasses different  macro-economical and fiscal tools to en-
sure a  long-term  sustainable economic environment,  such  as a revenue fund,  and 
balanced investments (Breisinger et al,  2010: 304).  What  is crucial in  the Norwe-
gian example, is that  they  have succeeded in  making  sustainable economic poli-
cies with  a  high level  of good governance.  The key  point  in  ensuring  that Ghana 
will be successful in  managing  these revenues is that  political decisions are  made 
in  a  healthy  democratic environment, thus ensuring that  the purpose of the poli-
cies are the well-being  of the Ghanaian people and not  the politicians themselves 
(Van Gyampo, 2011: 51). 
A  clear  example of badly  governed revenues is the case of Nigeria.  During the 
windfall of revenues Nigeria  experienced in  the years 1974-86  private and public 
spending  rose,  as an  immediate consequence of the oil production  (Collier  et  al. 
2008: 45).  As opposed to investing  in  sustainable development options, Nigeria 
borrowed money, using  them  for  consumption  creating  higher immediate living 
standards. It  also took away  the difficulties of taxation as public  goods could be 
provided with  the money  from  the oil revenues.  Because of the volatility  in  the 
market  price of oil,  the fall in  oil  prices immediately  lowered Nigeria’s credibility 
in  the end of the oil boom.  This change from  “[...] big oil  and borrowing  to little 
oil and repayment  approximately  halved Nigerian  living  standards.”  (Collier, 
2008: 41). 
Given  the apparent  consequences of badly  managed revenues,  it  is imperative to 
consider  Ghana’s state of governance, as democratically  based decisions in  a  po-
litical environment  with strong  governance institutions will  most likely  result  in 
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sustainable growth. There is thus a  natural link  between the state of governance 
and economic growth  from  resource revenues,  and it  is apparent that  resource 
rich  countries as a  whole is in  higher  need of well-performing governance,  includ-
ing  concepts like accountability,  checks and balances and transparency  (Collier, 
2008: 46-49).  The reason  for  this need of well  performing  governance in  resource 
rich  countries relates to the situation  of having  to transform  the money  from  re-
sources into services or  as investments by  the state (Collier, 2008: 65). That 
makes it very  vulnerable to corruption  within  the formal political  system  and bad 
investments benefiting  the politicians instead of the citizens. The contrary  exam-
ple is a  resource-scarce country  with  private export businesses where good gov-
ernance is not  always of the greatest  importance in order  for  the country  to de-
liver  acceptable  living standards to its people. Living standards are in  this society 
being maintained by  salaries from  the large private sector  (Collier,  2008: 66). 
Ghana fits in the first category; resource-rich with an emerging democracy. 
The encompassing  notion  that is the base of the following analysis is thus that  an 
extensive implementation  of good governance principles in the development and 
execution of policies are imperative in  order  for  Ghana  to be successful  in  creat-
ing sustainable growth.
GHANA’S PETROLEUM REVENUE MANAGEMENT ACT 2011
On april 11th  2011, Ghana’s Petroleum  Revenue Management Act 2011  (PRMA) 
was passed by  parliament  and assented to by  the president.  The goal  of the PRMA 
is to provide a  legal and regulatory  framework for  managing  revenues from  petro-
leum  (i.e.  oil production); doing so in  a  manner  according to the country’s consti-
tutional obligations of economical  responsibilities for  the Ghanaian  people,  and 
in an accountable, transparent, sustainable and responsible way (PRMA, 2011: 1).
A  main  part  of the PRMA, is the establishment of the Petroleum  Holding  Fund, 
which  is “[...] to receive and disburse petroleum  revenue due to the Republic 
[Ghana]”  (PRMA, 2011: 2).  Petroleum  revenue due for  Ghana is thus to be held 
in  this fund, and all the revenue is to be handled through  this fund. The revenue 
includes both  those collected from  private companies extracting  oil,  as well as all 
revenue acquired by  national oil companies (PRMA, 2011: 7),  such  as the Ghana 
National Petroleum Corporation (GNPC).
The Petroleum  Holding Fund will be financed by  several sources of income, 
namely  royalties,  surface rental, sale or  export of petroleum,  corporate income 
taxes from  oil  companies (both  private and nationally  owned companies) and 
taxes obtained "[…] from  the sale of ownership of exploration, development and 
production rights” (PRMA, 2011: 6). 
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Furthermore,  the act provides for  the establishment  of two other  significant 
funds, namely  the Ghana Stabilisation Fund and the Ghana Heritage Fund. These 
two funds are in  common  related to under  the Ghana  Petroleum  Funds (PRMA, 
2011: 8).  The aim  of the stabilisation  fund is to provide an  ability  for  the state to 
keep a  certain  level  of public expenditure, should their be an  immediate loss in  oil 
revenue (PRMA,  2011: 7), thus taking  into account  the volatility  in  the global pric-
ing  of oil.  The aim  of the heritage fund is to ensure that economic development is 
sustained after  oil reserves has depleted,  and to receive excess revenue (PRMA, 
2011: 8). The petroleum funds receive money from the Petroleum Holding Fund.
Petroleum  revenue to the state of Ghana  is thus being  handled in  three specific 
funds, two of them  accounting  for  long-term  stability  and savings programmes 
(the petroleum  funds) and one that  can  contribute to the national budget (PRMA, 
2011: 10),  thus creating the ability  to influence immediate consumption  and a 
short-term  rise in  living  standards.  The amount of money  withdrawn from  the 
holding  fund for each  annual budget,  is reviewed by  the minister  of finance every 
third year, starting just before the 2014  financial  year.  The review  is passed on  to 
parliament,  and upon  agreement with  two thirds of votes, it  is passed and in  ef-
fect  (PRMA,  2011: 10). Consequently, the first use of oil  revenue in  the national 
budget  will  take place in  2014. The combined petroleum  funds (both  the petro-
leum  funds and the holding  fund) will provide a  political framework for managing 
the flow  of money  from  the oil production into society.  Thus,  these funds will 
constitute a  tool  for  avoiding  the harms of dutch  disease,  to a  large extent  in-
spired by Norway.
The annual budget  funding  amount,  which  is the amount transferred into the na-
tional budget  each year,  has to be administered in  correlation  with  the political 
obligations of public  spending  stated in  the constitution,  and as clarified in  the 
PRMA. Furthermore,  the annual funding amount  can  be as much  as 70% of the 
benchmark revenue which  is the revenue expected to be received that  year. Ex-
plicitly it is stated in clause 21-2 that the use of the budget funding must be:
to maximise the rate of economic development; 
to promote equality  of economic opportunity  with  a view to ensure 
the well-being of citizens; 
to undertake even and balanced development of the regions; and 
guided by a medium-term  expenditure framework aligned with  a 
long-term national development plan approved by parliament. 
(PRMA, 2011: 11-12)
A  key  point  concerning the annual budget  funding,  is that the long-term  devel-
opment  plan  is to prioritise investments in the Ghanaian  society, thus creating a 
sustainable platform  for  development  in  the country.  This includes appropria-
tions in  order  to strengthen  other  production  industries,  such  as agriculture and 
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industry,  extensive  infrastructure areas (health, education,  communication, roads 
etc.) and strengthening governance institutions (PRMA, 2011: 12). This is impor-
tant  to ensure that the Ghanaian economy  does not  become too dependent on  the 
oil as the only  sector  securing a well-kept  budget  and thereby  vulnerable to sud-
den changes in the oil-prices. 
The policy  of investment with  means from  the Ghana Petroleum  Funds are devel-
oped by  the minister  of finance, in  corporation with  an Investment  Advisory 
Committee,  which  is made up of seven  members, with  professional credentials 
that  empowers them  to provide the advice needed (PRMA, 2011: 16).  The advi-
sory  committee will  be responsible for  advising  the minister  on  investment  poli-
cies, which  shall  be considered in  the light  of a number  of points,  namely  that: the 
investments must be influenced by  international standards on  similar  invest-
ments, has to benefit  present  and future generations of the people of Ghana  and 
that  the investments are made so that  there is "sufficient funds" for  unanticipated 
shortfalls in revenue income (PRMA, 2011: 15-16).
LONG-TERM INVESTMENT PLANS
As stated, according to the PRMA, the annual budget funding  amount  is to be 
used both  on  medium-term  expenditure and long-term  investments with  devel-
opment  programmes at mind. However,  it  is not  concluding that such  a  long-term 
plan  has to exist, merely  that it has to be passed by  parliament (PRMA, 2011: 12). 
A  framework  is however  put  up with  regards to managing  these investments 
should there not  be a  particular  long-term  development  plan.  However, this 
framework is very  loosely  defined, and will quite possibly  not  ensure that  the 
country’s economy  will withstand declines in  oil production  and an  appreciation 
of the exchange rate. The CSPOG has certain  considerations regarding  the lack of 
such  a  plan. Explicitly  they  raise concern  about  “macro-economical difficulties”, 
such  as exchange rate appreciation, rising  from  the “speculative”  use of oil reve-
nues.  These, created from  investments that  does not  serve a  long-term  develop-
ment  purpose might  result  or  substantiate concerns with  economic instability, as 
seen in Nigeria (CSPOG, 2011: 20 and Collier, 2008). 
GOOD GOVERNANCE IMPLEMENTATION IN THE ACT
The principles of good governance,  specifically  accountability  and transparency 
are explicitly  implemented in  the act. A  separate committee with  responsibility  to 
ensure accountability  in  the management  of the revenue is established in  the act 
(PRMA, 2011: 24).  It  is important to note that  the accountability  committee's 11 
members are appointed by  the minister  of finance.  However, these will be nomi-
nated by  different social and political  institutions,  including  journalist  and other 
academic  societies,  religious groups and greatly  worth  noticing, one is nominated 
by  the Ghana  Extractive Industries Transparency  Initiative (GEITI)  (PRMA, 2011: 
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25). The fact  that it  is the ministers task to appoint  these members of committee, 
somewhat  compromises the goal  of the committee being  to scrutinize the gov-
ernment.  One could argue that  it  should be objective and it  can be discussed 
whether the members should be appointed by  someone else than the government 
itself.
The aim  and objective of the transparency  committee is to "monitor  and evaluate" 
the policies on  investments,  and how  these are in  accordance with  the rules set 
forth  in  the PRMA. Furthermore, the committee is to provide an  environment 
where the political  decisions on  revenue management can be publicly  debated 
and scrutinised, and thus hold the government accountable for its decisions.
Furthermore,  with  transparency  as the objective, the minister  of finance is 
obliged to include annual reports on  the state of funds,  and managerial status of 
the revenue,  each  year. This report  must  be publicly  issued, and should be easily 
understood and "disseminated" by  the public, so that it  is as transparent  as possi-
ble (PRMA, 2011: 22). Furthermore, financially, the petroleum  holding fund is to 
be audited each  year  by  an internal and an  external auditor (constituted by  the 
auditor  general,  which can be seen  as not being  completely  external) . These 
audits are too to be publicised. 
Despite the  above mentioned initiatives in  the act  to further  transparency,  a  cer-
tain  lack  of transparency  in  the sector  are pointed out by  the Civil  Society  Plat-
form  on  Oil and Gas in  their  2011  report on  Ghana's oil readiness.  Some of their 
main points of concern are the lack  of publicly  disclosed contracts between  the 
state and oil companies,  undisclosed development  plans,  and in  a broader  per-
spective on  good governance, the fact  that a  strong  and comprehensive "Freedom 
of Information  bill" that "would reinforce transparency  safeguards in  the oil  and 
gas sector" has not  been  passed yet,  limits the overall governance performance in 
the sector (CSPOG, 2011: 5).
THE USE OF PETROLEUM REVENUES FOR COLLATERAL
In the performance assessment  report  from  CSPOG, a  concern  is raised about  the 
ability  within  the legal framework to use oil revenues as collateral for  loan-taking. 
Their  main  argument, put  forth  by  Mohammed Amin  Adam, the coordinator  of 
the CSPOG,  is that the increased percentage that  the debt  constitutes of the GDP, 
and the increased ability  to take loans, will decrease the economic  independence 
of the country  (CSPOG,  2011: 19).  Furthermore, in  the long  run,  due to the volatil-
ity  of oil revenue,  and the fact  that  it is a depleting  resource, Adam  argues that  
future development  must be sacrificed in  order  to service accumulated debt 
(CSPOG 2011: 19). 
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However,  in  the PRMA, these issues are addressed to a  certain extent.  It is in 
clause 5  addressed that  any  revenue in  the petroleum  funds (the stabilisation  and 
the heritage fund)  are  not  to be used as collateral or  for  credibility. Moreover, it is 
in  clause 17(7) said  that  the annual budget funding  amount (the amount  trans-
ferred to the national  budget  each year) must  only  be used "[…]  as collateral for 
debts and other  liabilities of Government for  a  period of not more than  ten  years 
after  the commencement  of this ACT" (PRMA, 2011: 11). Thus the concerns of un-
limited borrowing  options naturing from  the oil revenues are addressed in the 
act, although the ability to use some of the revenue on borrowing is still existing.
According  to the Economist  Intelligence Unit  (EIU), the loans based on  credibil-
ity  obtained by  the oil revenue, will  probably  be used on decreasing the budget 
deficit, thus eventually  meeting  the targets set by  the IMF and Ghana  (EIU, 
2011b: 5-6).  However, it  is noted that a  main  reason  for why  the targets haven't 
been  met, and won't be met  in  2011, is the forthcoming election  in 2012.  The EIU 
states that  the incumbent  government  will  sacrifice meeting  the budget  targets in 
order  for  them  to increase their  chance of re-election  by  increasing  public spend-
ing  up to the election. This is in  the national budget for  2012  clearly  apparent, as 
public expenditure will rise 22%, with  a  main  focus on  infrastructural  develop-
ment  and the energy  sector  (EIU, 2011b: 12), thus contributing to expansion  of 
the capacity  in  oil production (Synge & Van  Valen,  2011: 178).  In  the same con-
nection, should the opposition  win  the election,  they  are likely  to increase the 
time before the deficit targets are met,  because of an  obligation  to meet  promises 
made during  the election  (EIU, 2011b: 6). Hence,  there is an  expectation  of im-
proved fiscal stability  and improvement  following  the elections, and the deficit 
will,  according  to the EIU,  be lowered to 4.9% of GDP in  2013, coming  from  a 
deficit  of 7,4% in  2010.  However, these positive outlooks must  be weighed against 
the volatility in the oil prices.
THE POLICY-MAKING PROCESS
The content  of policies are often thought  of as the core process of changing  soci-
ety,  sometimes forgetting  to focus on the process itself (Parsons,  1995: 607). The 
process can be seen  as actually  providing  democracy  for  the citizens because 
"Democracy  delivers, in  a  direct sense,  by  offering  human rights as parts of the 
democratic procedures themselves." (Lane and Ersson, 1990: 74,  cited in  Parsons, 
1995: 606).  These are some of the reasons why  the policy-making process is very 
important to look into if one wants to evaluate the system  performance.  The way 
this process is carried out  tells us a  lot about  whether it  is democratic  or  not.  In 
other words the process of which the policies of a  country  is made is often  of great 
importance for the output. 
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In  Nigeria’s 1980’s major  oil  boom, the country  borrowed heavily  spending  the 
money  on bad investments saturated with  corruption  having  neither  participation 
from  civil  society  nor  any  degree of transparency  in the policy-making  (Collier, 
2008: 40).  When  the crisis came the citizens of Nigeria  had no understanding of 
what  had happened and violent conflicts started shortly  hereafter  (Collier,  2008: 
41).  This reaction  must  be considered when  analyzing the making of policies in 
Ghana,  as it  is in  the somewhat same situation. It  can be understood when  look-
ing at theories on policy making.
Theorists on policy  making has made frameworks within  which  one can study  the 
different stages of policy-making  (Parsons, 1995: 79).  They  are made of a  number 
of stages that  divides the process and emphasizes on  criteria  of what each  stage 
does and should contain  in  order  for  the output to be both  democratic and sus-
tainable (Heywood,  2007: 432; Parsons,  1995: 613-615). The Nigerian  example 
could be considered according  to these criteria where transparency  in  the use of 
the oil money  was non  existing  as well as electoral competition  was without 
checks and balances (Collier  et al,  2008: 57). One of the factors leading  to the vio-
lent  conflicts could,  viewed from  a  policy  analytic  angle,  be the lack  of these re-
quirements for healthy policy-making.
In  Ghana the process of making policies on  oil-revenue management of the oil 
revenue is going on  as of now  and a  lot has already  been  done. The Petroleum 
Revenue Management Act  2011  has been  through  an  extensive process of debate. 
The first  bill was discussed in  2010 and voted for  in  the parliament  before it was 
assented to by  the president in  april 2011  (PRMA, 2011) but  before the president 
assented to the bill  it  was discussed at  two summits on  oil  and gas (CSPOG, 2011: 
12).  The summits where started by  the Ministry  of Finance and Economic Plan-
ning in  collaboration with  the CWC-group1 with  the goal  of getting  private and 
public idea  and knowledge sharing as well  as directly  discussing  the PRMA 
(CSPOG, 2011: 11-12). Another  idea  was here to get  a  starting  point for  Public Pri-
vate Partnerships after consultation with the World Bank (World Bank, 2011 a).
Theories on  policy-making also emphasize exactly  this kind of inclusion  of inter-
est  parties in  what is often  called the consideration or formulation phase demo-
cratic (Parsons, 1995: 220-223; 229).  Within  this phase different opinions inter-
ests are heard and should be taken  into account  when  making  the policy.  The civil 
society  has been very  active on this arena with  demands for  policies with  specific 
proposals and knowledge sharing in front (CSPOG, 2011: 12, 48-51).
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1  "The CWC Group specialises in energy and infrastructure, developing knowledge, creating com-
mercial opportunities and strategic solutions for government and industry by offering professional 
training, conferences and exhibitions.” (http://www.thecwcgroup.com/index.aspx)
In  the process,  international  supervision  and knowledge sharing has also been 
constant  with  IMF,  the World Bank, Norway, China  and USAID as the main  con-
tributors giving  advise to the Ghanaian  government on best practices (Synge & 
Van  Valen, 2011: 178-79). This part  of inclusion  is also considered of great impor-
tance when talking  theoretically  about  policy  making. Because of the globaliza-
tion, and with  that  the increased interdependency  between  nation  states all over 
the world,  international organizations and other  nation states are very  important 
actors in policy making today (Parsons, 1995: 235).
If you  look  at the process of policy-making  in  Ghana it  looks really  successful  so 
far  regarding  the incorporation  of good governance.  They  have been  good at in-
cluding  the civil society  in  the  process as well as international  organizations gath-
ering  a  lot  of knowledge on  the area.  Gathering  knowledge and different thoughts 
is especially  important  when  partially  copying  other  policies. Policies can be 
doomed from  the start  if not  taking  national social, economical and historical 
contexts into account,  when  borrowing  or  copying  policies from  other  countries 
(Parsons,  1995: 611). Ghana  has in  that  regard been  aware and has gathered 
knowledge from  different  oil-producing countries such  as Norway,  USA, Nigeria 
and others that  might give them  a  better  solution.  As mentioned policy-making 
can  be the process in  which  the democracy  actually  'delivers' and educates its citi-
zens (Lane and Ersson, 1990: 74,  cited in Parsons, 1995: 606; Parsons,  1995: 
614). If the process is transparent and inclusive policy-making  can  be the process 
securing  that decisions are bottom-up,  meaning  that the process itself controls 
the authorities whilst  educating  its citizens (Parsons, 1995: 614-615). In that re-
gard the process of Ghana has also been quite successful.
Furthermore,  Ghana  has implemented the ideas of the Extractive Industries 
Transparency  Initiative within  the PRMA  (PRMA, 2011: 7).  One of the important 
policies of this initiative is that  the nations are to make sure that oil-receipts are 
published,  in  order for  the citizens to hold the government accountable.  On  the 
18th  of November  the first  oil-receipts where published by  the Minister  of Fi-
nance and Economic Planning (GEITI,  2011). As of now  the parliament of Ghana 
is in  the process of making  a  Freedom  of Information bill  that makes sure that 
governmental agreements and information that  is relevant  for  the public is not 
kept secret  (Ghanaweb,  2010).  Unfortunately  the bill has been  delayed since the 
first  draft  was made 11  years ago and the vice-president  has lately  urged the par-
liament to “speed up processes for  the passage of the bill”  (Musah  Yahaya  Jafaru, 
2011). 
Another  important part of policy-making is the implementation  phase that  is car-
ried out by the machinery of government - the bureaucracy. 
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BUREAUCRACY IN GHANA
Why  is bureaucracy  important  in  Ghana’s case? Bad bureaucracy  worsens a  coun-
try’s economy.  In  Levy’s governance diamond,  bureaucracy  is linked with  econ-
omy  as mentioned earlier.  Bureaucratic decisions and actions are in relation  to 
policies,  regulations and service delivery  affecting  a  country’s economy  (Levy, 
2004:4).  When  bureaucracy  is bad,  policy  advise and policy  implementation are 
most likely  not  working  well. Bad policy  advise makes it  hard for the executive to 
produce proper economical policies if the executive’s economical expertise is not 
sufficient. Bad policy  implementation  makes it  hard to  arrange public  economi-
cal projects and implement economical policies properly.
Bad bureaucracy  also causes corruption.  Economic Commission  for  Africa  has 
stated that  one of the major  reasons causing  corruption in  Africa is institutional 
weakness caused by  lack of checks (Economic  Commission for  Africa, 2005  a: 
148).  When there aren’t enough  checks on  public  servants,  there is a  risk  they 
might misuse their power and embezzle public property. 
Corruption  could paralyze development  in  Ghana.  If not checked properly  public 
servants could siphon  money  from  investment  projects started with  money  from 
the oil fund. Chad is a  good example of this.  They  have an economy  primarily 
based on  resources with  high  budget deficits, like Ghana. In  2004  a  survey 
tracked the money  from  the Finance Ministry  of Chad going  to the rural health 
clinics.  It  showed that only  less than one percent of the funds reached its destina-
tion (Collier, 2008: 66).
This gives us a  great  interest  in  looking  at corruption  and the state of the bu-
reaucracy in Ghana.
CORRUPTION
“For many African  countries, corruption  is ranked among the top 
three problems behind poverty and unemployment” 
(Economic Commission for Africa 2005 a: 148). 
There is corruption  in  Ghana  like everywhere else.  “Corruption  is a  global  phe-
nomenon  which  affects virtually  every  country  but it has reached endemic pro-
portions in Africa” (Economic  Commission for  Africa  2005  a: 148). Ghana  is one 
of the least corrupted countries in  Africa. Control of corruption  rating  in  Ghana  in 
2010  was 60.3  when  the regional  average in West  Africa was 32.1. Ghana’s rating 
is really  good for  an  African country  (rating  is from  0  to 100). For  comparison: 
Nigeria’s rating is 15.8,  Morocco’s 53.1, Italy’s 57.4  (World Bank, 2011  b).  “Con-
trol of corruption  captures perceptions of the extent  to which  public power  is ex-
ercised for  private gain, including  both  petty  and grand forms of corruption,  as 
well as "capture" of the state by elites and private interests” (World Bank, 2011 b).
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Then  what  is corruption? It  is considered a  complex  phenomenon,  the UN con-
vention  states that  following  acts are considered corruption  (Economic commis-
sion for Africa, 2009: 210):
• Bribery of national public officials
• Bribery of foreign  public officials and officials of public interna-
tional organisations
• Embezzlement, misappropriation  or  other diversion of  property  by 
public official
• Trading in influence
• Abuse of function or position
• Illicit enrichment—a significant increase in  the assets of a public 
official that he or she cannot reasonably explain in  relation to his or 
her lawful income
• Bribery in the private sector
• Embezzlement of property in private sector
• Laundering the proceeds of crime
• Concealment
• Obstruction of justice
The African  Union’s convention  is similar  to this (Economic  Commission for  Af-
rica, 2009: 210).
What  is then causing  corruption  in  Ghana? The Economic commission  for  Africa 
has underlined three major problems general for Africa: 
First  reason  listed is institutional  weakness caused by  lack  of checks.  This makes 
it  possible  for  political  leaders and public servants,  in  many  African  countries,  to 
embezzle national resources and abuse their  power  without  being  checked (Eco-
nomic Commission for Africa, 2005 a: 148).
Second reason  listed is bad salaries and living  standards of public  servants. Bad 
salaries makes taking bribes and embezzling  public  funds attractable. Deteriorat-
ing  economic  fortune and living standards of public servants in  many  countries 
makes corruption a way  to improve social livelihood (Economic Commission  for 
Africa, 2005 a: 148)
Third reason listed is related to role of external actors. People with  money  and 
companies want to use officials, who want  to increase their  living  standards, to 
gain benefits. “Foreign  companies and private interests often  capitalise on  weak 
institutional  mechanisms and level of poverty  in  Africa  to bribe state officials in 
order  to gain  undue advantage or  secure political  privileges in state policies” 
(Economic Commission for Africa, 2005 a: 148).
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Now  when  Ghana has started pumping oil  it  is extremely  important to have a 
good bureaucracy  and keep it  uncorrupted.  Economic commission  for  Africa  has 
stated that  deep-seated corruption  creates poverty  and turns resource-rich  coun-
tries to low income societies (Economic Commission for Africa 2009: 209). 
BUREAUCRACY
Bureaucracy  can  be seen  as the administrative apparatus of modern  civilization. 
The main  functions of bureaucracies are administration  as well  as giving advise to 
policy-making.  Other  functions are articulating  interests from  interest  groups and 
creation of political stability. (Heywood, 2007: 387).
Ghana’s bureaucratic  efficiency  is one of the best comparing  it  to other  countries 
in  Africa.  Government effectiveness in  Ghana  in  2010  was 55.5  while the regional 
average in  West  Africa  was 26.5.  This is a high  rating for  an  African  country  (rat-
ing  is from  0 to 100). For  comparison: Italy’s rating  is 67.9, Morocco’s 48.8, Nige-
ria’s 10.5.  (World Bank, 2011  b). ”Government effectiveness captures perceptions 
of the quality  of public  services,  the quality  of the civil service and the degree of 
its independence from  political  pressures, the quality  of policy  formulation  and 
implementation,  and the credibility  of the government's commitment to such 
policies” (World Bank, 2011 b).
Institutional  capacity  of bureaucracy  in  Africa is generally  weak.  Skilled people 
are not interested in working  in  the public sector  because of low  salaries, bad 
working  conditions,  bad quality  of training  and lack of competitiveness and meri-
tocracy  in  the recruitment of civil servants (Economic Commission for  Africa, 
2009: 10).  Also,  political  considerations and social links of ethnic,  religious and 
kinship ties often influence recruitment  into the public  service (Economic Com-
mission  for  Africa, 2005  a: 138).  When  kinship,  religious or  ethnic ties becomes a 
qualification  the government  might  end up with  a  staff not  adequately  trained. 
That  is very  unfortunate since inadequately  trained civil servants with  low  work-
ing  moral often  result  in  corruption,  misuse of office and poor  government serv-
ice delivery (Economic Commission for Africa 2004: 22).
Even  though  Ghana’s bureaucratic efficiency  is in  a  good level,  UN’s Economic 
Commission for  Africa  stresses that  effectiveness and efficiency  of civil  service 
has been  a  subject  of debate over  recent years.  Poor  working  conditions and low 
salaries are affecting morale and performance.  Also,  several  other  problems can 
be identified: cases of favouritism  has been  encountered and many  newly  em-
ployed staff are  without job description (Economic Commission  for  Africa  2004: 
23).
Although, something good can  also be noticed in  Ghanaian bureaucracy, meritoc-
racy  is generally  implemented in  appointment and promotion  procedures (Eco-
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nomic Comission  for Africa 2005  a:  138). Economic Commission for  Africa  also 
underlines the importance of this: “No subjects are of greater  concern  to the ef-
fectiveness of government machinery  and individual civil  servants than  those af-
fecting appointments,  promotion  and discipline.  The machinery  set  up by  the 
government  to regulate appointments, promotions and discipline should,  there-
fore, attract and retain  the best  personnel and maintain  the morale of civil ser-
vants”  (Governance Report  in  Africa  2005  a: 138).  Meritocracy  basically  means 
that  rewards and positions should be distributed on  the basis of ability  (Heywood 
2007: 453). Meritocracy  can  be seen to be important when  it  comes to ensuring 
efficient  skill level of civil servants.  People who are skilled enough  should be the 
top officials, not the ones who know the right people.
We must  look into Max  Weber’s ideas about bureaucracy  to analyse bureaucratic 
problems in Ghana. 
“Weber conceived of  the state as a mechanistic phenomenon” (Smel-
ser & Baltes, 2001: 1402).  Weber defined an ideal type of bureaucracy 
and principles  for this  bureaucracy: “The rational public administra-
tion  is based on  written rules, an impersonal  order, and a clear  divi-
sion  of labor. Furthermore, bureaucrats are appointed to administra-
tive offices  because of  their skills (meritocracy) and not because of 
their ancestry. The public servant’s  education is important, and bu-
reaucrats are supposed to be highly  specialized professionals. In sum, 
Weberian bureaucracy  consists  of  a hierarchically  structured, profes-
sional, rule-bound, impersonal, meritocratic, appointed, and disci-
plined body of public servants with a specific set of competencies.” 
(Smelser & Baltes, 2001: 1402)
Weber  outlined the principles of bureaucracy.  They  are from  here on  called: divi-
sion  of labour, hierarchy,  written  documentation, staff of trained experts,  full  ca-
pacity of the officials, general rules.
Division  of labour  means that  jurisdictional areas should be fixed and official,  and 
ordered by  laws and rules. These are contrasted against the vague,  unsteady  and 
unsystematic splitting  of tasks (Hummel, 2000: 125).  As earlier  said Ghana  has 
problems related to this subject.  41% of newly  employed staff are without  job de-
scription  at  appointment (Economic Commission  for  Africa, 2004: 23).  Ineffi-
cient  division  of labour  will  surely  cause inefficiency  in  the bureaucracy. Division 
of labour in the Ghanaian bureaucracy is not ideal.
Firmly  ordered hierarchy  is a  necessity  for  well  working bureaucracy, in  the we-
berian  sense.  Hierarchy  ensures that  lower  offices are supervised by  specified 
higher ones within the chain of command (Heywood 2007: 383). 
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“In a  bureaucracy, activities based on specialisation are assigned to 
specific positions. There is  a clear-cut division  of work, competence, 
authority, responsibility  and other  job components. Each  lower office 
is under  the control  and supervision of  the higher  office. Officials are 
accountable to their superiors for their official actions” 
(Salil Misra)
As earlier  stated,  41% of the newly  appointed staff are without  job description. 
The hierarchy  is most likely  not working  well. This could cause inefficiency  within 
the bureaucracy  and also corruption  because it  is highly  possible that  civil  ser-
vants who are not supervised will misuse their  position. The principle of hierar-
chy is, hereby, not ideal in Ghanaian bureaucracy.
Organisations should be managed on the basis of written documentation (Hey-
wood, 2007: 383). Documentation  makes actions of bureaucrats traceable and at 
least  in  theory  inspectable by  authoritative outsiders.  This allows both  internal 
controls and external controls by  political  authorities (Hummel, 2000: 126). 
Written documentation  comes important  when  tracing  acts related to corruption. 
When people’s actions can  be well traced, it is likely  that misuse of position  de-
creases. There was no data  available about written  documentation  in  Ghanaian 
bureaucracy.
Staff of trained experts refers to criteria  that all  officials should be appointed 
purely  based on  their  personal  qualifications (Hummel,  2000: 126).  Hummel un-
derlines: 
“Subordination  of qualifications to impersonal and general  standards 
is further advanced by the requirement for expert training of officials. 
This produces a culture and psychology  amenable to standardized 
administrative rules and procedures” 
(Hummel, 2000: 126)
This principle can  be seen as very  important in  Ghana’s case.  Ghana  is in  a  critical 
state when building a good framework  for  managing  oil which  requires skilled 
workers with high expertise. But  skilled people may  not  be interested in  working 
in  the public  sector because of low  salaries and poor  working  conditions. To fight 
this problem,  Ghana  has introduced and started implementing  a  new  salary  sys-
tem  for  people working in the public sector.  It  is called the single spine salary 
scheme and government has announced a  20% increase in  the base pay  rate (EIU 
2011a: 11).  This will  hopefully  attract trained professionals and might  be part  of 
rooting  out corruption. The situation  in  Ghana,  related to the principle of a  staff 
of trained experts,  can be seen  as almost ideal.  However, the EIU does raise con-
cern  about the salary  scheme, in  that it  is retrospective as well as concerning new 
employments and future salaries.  A  major  concern  is whether  the budgeted 
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amount  of money  will be sufficient,  and furthermore that  it will  create a  higher 
budget  deficit  overall,  thus missing  targets set  in  collaboration  with  the IMF (EIU 
2011b: 12).
Full capacity  of the officials refers to the idea  that  officials should be driven by  a 
duty  ethic that draws on the generalized work ethic of the modern  civilization 
(Hummel 2000: 126).  “Under  this ethic,  one is assumed to have one’s duties as 
the highest  priority  before any  personal needs or wants” (Hummel, 2000: 126). 
As earlier  stated,  low  salaries and bad working conditions are causing  poor per-
formance and lack  of work morale. Civil  servants in  Ghana are most likely  not 
working on their full capacity. Full capacity is not ideal in Ghana.
Last  principle of bureaucracy  is the criteria  for  general rules.  General rules refer 
to the idea  that bureaucratic  rules should be strict enough  to minimize the scope 
of personal discretion, thereby  creating  an  environment  in  which  the bureaucrat 
itself is not in a position to make final decisions (Heywood 2007: 383). 
“In  bureaucracy, decisions are governed by a consistent system  of ab-
stract rules, regulations and procedures. Official  behaviour  is to fol-
low definite rules of conduct and discipline. The use of  authority  has 
to be in accordance with the regulations of  the organisation, which are 
written and tend to be rational and impersonal”
(Salil Misra) 
Principle of general rules can be seen  as being in  good condition  when consider-
ing  that  criteria for  merits is generally  working  well in  appointment and promo-
tion procedures.
Ghanaian  bureaucracy  is not ideal. Poor performance and lack of skilled staff in 
public sector  could also create problems when  it comes to policy  advise and policy 
implementation.  There is a  chance that  oil money  won’t  give Ghana the develop-
ment  which  she now  has the chances of getting, which  will  be further exemplified 
through  bad bureaucratic performance. But Ghana’s level  of bureaucracy  is gen-
erally  in  good state and the government  has started rooting  out  these problems 
with  the single spine salary  scheme.  Improving public  sector  performance is a 
critical element  of good governance and can  be a vehicle for  economic develop-
ment (Economic Commission for Africa, 2005 b: 27).
ACCOUNTABILITY IN GHANA
In the following  chapters we will  introduce some key  elements of accountability, 
that  is important  in  analysing  the situation  in  Ghana.  The theory  and cases from 
Ghana is not exhaustive,  but  will create  a  foundation for  the accountability 
thought used in the discussion of Ghana’s readiness.
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2012 ELECTIONS
In the December country  report  from  the EIU,  it  is said that  the 2012  elections in 
Ghana will  be a close race between  the incumbent  government from  the National 
Democratic Congress (NDC) lead by  president  John  Atta  Mills and the opposi-
tional party,  the National Patriotic Party  (NPP) (EIU, 2011b: 2-4). The election  in 
2008  was very  close and there is a  strong desire to hold office when the Jubilee 
field oil  production  is to peak in  2012  (Synge & Van  Valen, 2011: 178-179). The 
government  in  that  position  would have the possibility  of shaping  the future soci-
ety of Ghana in a time with much bigger budgets than earlier. 
The earlier mentioned concern  about  the handling  of the budget  in  terms of oil 
revenue,  can create some problems,  as the incumbent government is in  a  di-
lemma  between  long term  and short term  interests. The short term  interest  is to 
make the population feel the benefits of the first  year  of significant  oil production 
(Synge & Van Valen, 2011:  178-179). That  could lead the government  to unhealthy 
spending  of the recent $3bn  Chinese loan. Thus increasing  budget  expenditure on 
short-term  projects they  would sacrifice the long-term  development in  the proc-
ess. 
This dilemma is important and should raise the awareness and attention to the 
annual budget  expenditure in  the year  to come. However, government  overspend-
ing  is far from  rare in  Ghana  in  an election  year (Synge & Van Valen, 2011: 178-
179),  and the immediate concerns of not  reaching deficit  targets can  regarded as 
minor as opposed to problems with  key  democratic  values.  The EIU further  states 
that  even  though targets will  not be met, the deficit  will  most  likely  decrease over 
the following years, thus meeting  obligations agreed on  with  the World Bank  and 
the IMF (EIU,  2011b: 6). What  is more important  than budget  deficits in  election 
years is that  the core  of democracy  works and that  politicians and government  
institutions can be held accountable for their actions.
ELECTORAL ACCOUNTABILITY
The main  idea  of accountability,  is the ability  for  the people to hold the govern-
ment  accountable to its actions. This is enabled through  "… electoral choice and 
public scrutiny  of the executive."(Smith,  2007: 43) This naturally  requires free 
and fair  elections, in  order  for  the public  to hold political leaders accountable to 
its decisions. Furthermore, in  order  for  this to be possible, government  must  be 
open  and transparent, in  order  for  the voters to be able to evaluate the perform-
ance of politicians (Smith 2007: 43).
It is widely  regarded that  Ghana has one of the most well-functioning  democra-
cies in  Sub-Saharan  Africa  (EIU,  2010 and FH,  2011),  and thus their  elections in 
2008  was regarded as both  free and fair.  In  Ghana  they  have an  electoral com-
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mission  defined within  the constitution.  The tasks of the electoral commission are 
as follows:
• to compile the register of voters and revise it at such  periods as  may 
be determined by law;
• to demarcate the electoral  boundaries for  both national  and local 
government elections;
• to conduct and supervise all public elections and referenda;
• to educate the people on the electoral process and its purpose;
• to undertake programmes for the expansion  of the registration  of 
voters; and
• to perform such other functions as may be prescribed by law. 
  (Constitution of the Republic Ghana, 1992, Article 45) 
Seen  in an western context  some of these tasks might seem  obvious and maybe 
even  superfluous,  but  Ghana  is another  case.  In  Ghana, registration of voters is 
not easy  because of bad infrastructure, low  degree of statistics on  society  etc. In 
the same way, the other  tasks of the electoral  commission  are challenging for 
Ghana.  Even  though challenges are big,  the electoral commission  is considered to 
have implemented some key  concepts of good governance (Debrah, 2011: 41).  In 
order  for the  commission to be effective in  performing  the above mentioned 
tasks,  it  is especially  important  that the commission  is autonomous,  and able to 
work  independently. This issue is also addressed in  the constitution  where it  says 
that the constitution:
“... shall  not be subject to the direction or  control of  any  person or 
authority.”
Constitution of the Republic Ghana, 1992, Article 46 
When subjected to academic  scrutiny  this requirement  has proven  to be held in 
order.  Debrah  (2011), in  his investigation  of the Electoral  Commission,  concludes 
that  the way  the commission is organised,  in  being  separate from  the govern-
ment, enables it  to work freely  and autonomous “[...] insulated from  political con-
trol”.  The commission  was according to Debrah  successful in  introducing  new 
ways of managing  the election,  hereby  for  example including  a  big  part of illiter-
ate constituencies in  the process (Debrah,  2011: 39) thereby  dispersing  political 
involvement  and integrating  good governance concepts in  the electoral system  in 
Ghana.
HORIZONTAL ACCOUNTABILITY
Accountability  is more than  the ‘vertical’ relationship between  the state and soci-
ety,  in  which  the state can  be held accountable. Horizontal,  or  administrative, ac-
countability  refers to a  complex  system  of governmental institutions which  are 
accountable to each  other (Smith, 2007: 202).  Agencies,  such  as ministries, de-
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partments etc. are thus accountable to ministers and legislature. This is often 
handled through auditors, commissions and ombudsmen (Smith, 2007: 202).
Horizontal accountability  is thus closely  linked to the separation  of powers,  in 
that  the decisions made by  the executive is scrutinised by  parliament.  Bills pro-
posed is in  the same way  scrutinised in  committees and by  the executive. The ju-
diciary  are to make sure that  all decisions are not violating  the rights of the citi-
zens stated within  the constitution or  the laws of the country  passed by  the par-
liament and the executive. Lastly,  the role of special  committees are to make sure 
that  implementation  of laws and decisions are made in  correlation with  the laws, 
and what are decided to be done is actually being done. 
In  Ghana the horizontal  accountability, is not flawless with  a blurry  separation 
between  the executive and the legislative having ministers being  both  part  of gov-
ernment  and parliament making  scrutiny  problematic. Even though  lines are not 
all  clear  in  the separation  it  is clear  that the  politicians are aware of the need for 
horizontal  accountability.  That can  e.g. be seen  in the Petroleum  Management 
Revenue Act,  wherein  the concept  of horizontal  accountability  is vested in  the 
formation  of acts in  the Ghanaian  political system.  It  is thus through  legislative 
work  that  horizontal  accountability  must be constituted, e.g.  in  the form  of elec-
toral  commissions which  can ensure free and fair  elections as above (Smith, 
2007: 44).
VERTICAL ACCOUNTABILITY AND DECENTRALISATION
Vertical  accountability  is complementary  to horizontal accountability.  It  is the 
idea  of the public or  civil  society  holding  governments and formal institutions ac-
countable to its decisions and actions. Vertical  accountability  refers to the form  of 
accountability,  in  which  a framework is provided that enables civic  society  to 
scrutinise official institutions. Elections,  and electoral accountability,  is a  mean  of 
ensuring  some form  of vertical accountability  (Smith,  2007: 43), however  it is ap-
parent that electoral competition  and accountability  cannot  stand alone, and the 
need for other checks and balances is also required (Collier, 2008: 57).
Decentralisation  can be a  measure of introducing  vertical accountability  into so-
ciety.  The creation  of local municipalities and the derived dispersion  of political 
power  in  society  into smaller  groups will  help create a  formal network  of account-
ability, that is more apparent to civil society. 
Decentralisation  can be a  key  element in  contributing to public  participation 
(Heywood, 2007: 165).  Local or  regional  government is more effective than  cen-
tral government,  in  ways of providing ease of access to participation  of civil soci-
ety  in  politics.  As well as contributing to the participation  of civil  society,  decen-
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tralisation can  furthermore contribute to other  elements of regional enhance-
ments, namely:
• Increased responsiveness, because regional and local  institutions 
are closer  to the people “and more sensible to their 
needs.”(Heywood, 2007: 165)
• Decisions made in and concerning smaller  areas geographically  and 
in  number  of person effected, may be seen  as  more legitimate, 
whereas central government may  seem  distanced from the individ-
ual.
• Decentralisation contributes to the dispersion of political  power and 
“thereby  creaties a  network of checks and balances.”(Heywood, 
2007: 165) It hereby  contributes  to the protection  of liberty for the 
people.
In  development aid work,  decentralisation is also closely  linked to poverty  reduc-
tion. The disbursement  of political power  and decision-making  in  localities suf-
fering  from  poverty, will have enhance the chances of organization  and lobbying 
for  their  interests,  and “officials will  be encouraged to respond to their needs.” 
(Smith, 2007: 103)
In Ghana, the creation  of 42  new  districts, beginning  in  2012  (Synge & Van  Valen, 
2011: 179), the country  is furthering  the idea of decentralisation  of political  power 
and accountability  in  the country. The districts may  very  well contribute to a 
more participatory  civil society  in politics, and the creation, at  least  in  theory, will 
contribute to a  development  of easier  access to public official scrutiny  and 
thereby  vertical accountability.  A  concern  in this connection  might  be that the 
development of a more complex  system  of public institutions might  create a  basis 
for  increased corruption  in having  a longer  chain  of decision-making.  However,  it 
is also regarded, that  decentralisation  will  be able to create a  more stable system, 
safeguarded form  corruption  because of the developed interdependent  system  of 
accountability,  making  the citizens responsible to local  authorities and not  some 
president thousands of kilometers away (Asare, 2010). 
However,  decentralisation  not only  exists as government policies of creating  for-
mal local  institutions where civil society  can participate,  but  can  also be (mostly 
in  the lack  of the former)  apparent through  civic society  creating social  move-
ment, community  groups and NGOs (Smith, 2007: 106) However, in some situa-
tions political elites and incumbent government can thus be forced into creating 
these formal institutions in order to maintain their position of power.
An important factor  in  reassuring  that  vertical  accountability  is functioning  is the 
availability  of free media.  The medias ability  to scrutinise and criticise govern-
ment, is an  important  part  of good governance,  and is imperative when  talking 
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about  accountability  (Smith,  2007: 43).  The free media, together  with  the civil  
society, constitutes the platform  on which  they  are able to hold the politicians ac-
countable (Heywood, 2007: 233).   Generally  the media  in  Ghana is also consid-
ered to be free and independent, having a  rating  of 70-75  compared to an  African 
average of 55 (Economic Commission for Africa, 2005 b: 51). 
In  Ghana  the radio stations are very  important.  They  are thought of as having  a 
special importance in reassuring  the vertical accountability  (Freedom  House, 
2011). Radio stations are of great importance in  Ghana  because of the media’s 
ability  to reach  over  long and remote distances making sure that  all citizens has 
access to the news.  Unfortunately,  despite a  campaign  on  fighting  corruption 
started by  President Mills, there have been  several incidents of political  restric-
tions and harassment  of the free press. In  2011  there have been several incidents 
where radio station  hosts and journalists have faced criminal charges when  trying 
to uncover  corruption  or other  scandals (Freedom  House, 2011). That  is of course 
of great concern but on  the other hand it  also shows that  the media and people of 
Ghana are ready  to fight  for  their rights. On  the same note several demonstra-
tions from  amongst  others counting  teachers,  doctors etc., demanding that their 
rights be heard,  giving a picture of a  strong  civil  society  (Freedom  House,  2011). 
The Africa  Report mentions how  these demonstrations have had a  huge impact 
on  the politicians and that  policies are being  made according  to their demands for 
better  working conditions etc (Synge & Van  Valen,  2011: 178-179).  Another  great 
concern  is the,  still delayed, Freedom  of Information bill, which  is to make sure 
that  information on  both  the using of funds and other relevant  information,  mak-
ing  vertical accountability  possible, is available to the public. But  even  though  the 
Freedom  of Information  bill  has not yet been  turned into a law  the free media 
seems to be in a good state. 
RULES OF THE GAME
Rules of the game refers to the idea that  conflict  and diversity  should be managed 
through  consensus.  This consensus means that there is an  agreement  on  the rules 
of  the game. These rules include rules formally  defined by  constitution  and other 
statutes that  describe dos and dont’s. Rules come important  when diversity 
evokes disagreement and conflicts over  the main  goals of public policy  and is in 
the best  interests of groups (Debrah, 2011: 28).  Conflicts in  policy-making  can  be 
seen effective when they  are managed through  consensus.  They  help to bring  up 
new  directions to policy-making  (Debrah, 2011: 28).  Also, if disagreements are 
not managed through consensus,  they  could end up being harmful for  democracy 
or multiparty politics (Debrah 2011:29).
In  the case of accountability,  rules of the game becomes important.  As a  general 
concern  with  the idea of accountability,  it  is naturally  an  important factor  that  
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incumbent  leadership and institutions are willing to adapt to these ideas,  in  order 
for  accountability  to be effective. These difficulties has through  history  been  ap-
parent in countries in Africa, and ‘the South’ in general.
Rules of game becomes important in the case of Ghana. 
“Observers have noted that in emerging democracies such  as Africa, a 
disposition toward compromise, flexibility, tolerance, conciliation, 
moderation, restraints and general  level  of agreement on  the funda-
mental  priorities  of society is  a necessary condition  for consolidating 
a democracy” 
(Debrah 2011:29)
Ghana is going  to have elections in  December  2012.  If the idea  of rules of the 
game is not  generally  accepted,  the losing  party  could end up refusing the out-
come of the elections and this can  cast  Ghana  into chaos.  Ghana  has though 
showed that  there is a  high  commitment to the rules of the game through the 
peaceful transitions of power since the start of Ghana’s democracy in 1992. 
SUB-CONCLUSION
It is clear  from  the above chapters,  that Ghana,  apart from  doing  quite well, is ap-
proached by  somewhat the same political problems and concerns apparent in 
other developing countries enriched with high amounts of natural resources.
It is also clear  from  the structure of the political system  in  Ghana, that  basic prin-
ciples of checks and balances as well  as accountability  are vested in  the constitu-
tion  and are in  large applied in  the political  system. The management of revenues 
from  the oil  production  are approached in  the PRMA, which  is an  exhaustive act, 
by  incorporating general ideas on  the revenue management of resource revenues. 
The PRMA  is ideally  formulated,  although  there are some concerns to be outed. 
For  example, the annual budget  funding is somewhat  a  high amount of the total 
revenue collected,  and the somewhat  “loose”  language defining  the relation  be-
tween  mid-term  and long-term  investment  plans are subject  to criticism.  A  major 
concern  in  Ghana’s state of governance,  the lack  of a  Freedom  of Information  act, 
is extremely  important  to mention.  The fact  that  the bill has now  been  gridlocked 
in  the political system  for  11  years constitute a  major problem  for  the accountabil-
ity  of the Ghanaian  society  and the trust  in  the political  systems of the country. 
We believe it is imperative that the government  should pass the bill  as soon  as 
possible,  in  order  for  the people of Ghana truly  to be able to scrutinise officials as 
well as the government.
It is clear  from  the state of good governance in  Ghana, that  the media should play 
a  large part  in  revealing  corruption and thus aiding  extensively  in  holding the 
government  accountable and scrutinising  public  decisions. In  terms of managing 
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oil revenue, it  is important  to note that  the elections in  2012  might contribute to 
the use of revenue on  short-term  investments, increasing  budget  deficits, but we 
note that deficit  targets should be met in the years following, or  at least  be de-
creased in accordance with agreements reached with the IMF.
Good governance plays an  important role in  the development of democracy  and 
investment  policies, and both  media,  civil  society  and formal  political institutions 
will have to uphold agreements on  the rules of the game,  in order  to sustain  the 
stable economic development the country is going through.
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CONCLUSION
Producing  oil is difficult  for  a  developing country.  That  is caused by  some eco-
nomical characteristics that are special  for  oil-production. First  of all  Ghana  is a 
relatively  small producer  and is therefore vulnerable to the fluctuations on the 
global oil market.  The way  the Ghanaian  oil  production  is organised in  a  combi-
nation  of public and private companies can  be understood when  determining oil 
as a good.  Especially  the excludability  is interesting as it  is very  difficult  to ex-
clude competing  actors from  the market. That  is especially  apparent in  Ghana’s 
situation  where the private companies do not  even  pay  taxes though  they  are as-
signed to do so according to Ghanaian law.
Dutch disease is a great  concern  for Ghana’s economical development.  Our  analy-
sis has thus shown  that  it  is too early  to make any  clear  conclusions on  whether 
Ghana is showing  signs of dutch  disease or  not, as they  have only  recently  com-
menced oil production.
The research  process further  revealed that creating  an  environment  for  stable and 
sustainable economic  growth  requires a  strong  democratic system.  It  requires 
formal institutions that  themselves further  accountability  and the freedom  and 
opportunity  to scrutinise and influence the political  environment  itself. Using 
Montesquieu’s framework this project investigated the formal checks and bal-
ances and how  they  are implemented in  the constitution.  The research showed 
that  the formal checks and balances to a  large extent  are apparent  in  the Ghana-
ian  constitution.  However, it  also showed that  there are some flaws. A  main  point 
being the mix  of parliamentary  and presidential systems of government,  which 
leads to certain  implications such  as the cabinet being constituted by  people from 
parliament.  It  is also a  problem  for  the Ghanaian  democracy  that it  only  has one 
chamber  of parliament  which  is elected at  the same time as the president. That 
makes it  easy  to obtain  simple  majority  which would result  in extensive power 
within  the executive. However,  the constitution  safeguards that  neither  the execu-
tive nor the legislative is in  a  position  where they  can  change the constitutionally 
founded rights of the citizens.  The theories on separation  of powers and checks 
and balances, are thus to a  large degree apparent  in  Ghana’s constitutional struc-
ture.  There are flaws, but they  are of minor importance as these are not  uncom-
mon, especially  when  looking at general  African  standards - the legislative,  execu-
tive and judiciary  are to a  large extent  separated in  the country’s formal political 
institutions.
It is clear  that  the oil production has the ability  to have a  great impact  on Ghana’s 
economy.  It  even  creates the possibility  of achieving  middle-income status. The 
analysis revealed that  it  is imperative that  the country  handles revenue from  oil 
production in such a  manner, that it  is not  used for  immediate consumption  but 
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rather  is held back,  and dispersed slowly  into the economy.  It is clear  in  Ghana’s 
case that there has been  strong efforts to control  and manage the revenue in 
state-regulated funds. The use of the funds is to a  large extent  based on interna-
tional norms on  best  practice,  and serves as a  comprehensive framework  for 
managing the petroleum revenue responsibly.
However,  as was pointed out  in  the analysis, there are certain concerns to be 
made on  some clauses in  the PRMA. The fact  that as much  as 70%  of the total 
revenue collected to the funds can  be used in  the annual budget  has to raise con-
cerns about  whether  or  not  Ghana’s economy  will be able to manage such  a  big 
inflow  of money.  This is reliant  on  certain  factors; the  decision  of the amount of 
money  from  the total amount  of petroleum  revenue used in the annual  budget  is 
being taken  by  the minister  of finance, and then agreed on in  parliament; the 
clauses regarding the budget funding  amount is somewhat loosely  defined, and it 
is not  required that  a  long-term  development  plan is present.  The economical 
concern  is that  too much  money  is dispersed into society  immediately  resulting  in 
an  appreciation  of the exchange rate. In  order  to safeguard other sectors of the 
economy  from  being  harmed in  situations of declining  oil  revenues and in the 
case of an  exchange-rate appreciation, investments made during windfalls and 
development plans must  ensure that  these sectors can  withstand the economic 
difficulties resulting  from  this.  Thus,  the fact that a  long-term  development plan 
is not  required in  the PRMA, and that  the investments,  in  the case that  none ex-
ists,  has to be aligned with  a  long and imprecise list  of sectors stated in  the 
PRMA, constitutes a major concern for Ghana.
Another  main  concern is that  oil revenue collected by  the state,  is being  used as 
collateral for borrowing  money.  Not  only  does the borrowing  of money  contribute 
to a  budget  deficit in  the long-run, but  it will also contribute to the country’s de-
pendence on  other  countries.  Finally,  the volatility  in oil-prices could cause future 
governments to sacrifice development in  order  to pay  debts.  Furthermore, the 
increased ability  to borrow  money, which  is not  constituted by  real economic 
growth, contributes to the paradox of raising immediate living  standards for  the 
population,  instead of increasing  taxation  that could ensure long-term  growth. 
However,  these concerns are to some extent addressed in  the legislation,  the vola-
tility of the oil price does though still remain a concern.
In  investigating  the process of policy-making  it  has been  made clear  that  the 
Ghanaian  government  has made a  big effort  for  keeping  it in  line with  key  con-
cepts of good governance.  The government  has in  the process included civil soci-
ety  groups as well  as international organisations and other partners with  compe-
tencies on the area.  Furthermore, they  have joined the Extractive Industries 
Transparency  Initiative and has so far  kept  what  they  have promised. However, 
the government has been  criticised for  not  publishing  contracts between the gov-
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ernment  and the private oil-companies. That is of course a  major  concern, but 
throughout the process the Ghanaian  government  has maintained a surprisingly 
high level of transparency as well as public participation.
The bureaucracy  is generally  in good shape in  Ghana, and the country  is in an Af-
rican context  one of the best-performing  countries.  Furthermore, meritocracy  is 
generally  strongly  implemented in  hiring procedures in  the bureaucracy,  which  is 
important concerning  government efficiency  (and the bureaucratic system  itself). 
However,  Ghana  has certain  problems with  performance and professionalism, 
caused mainly  by  bad working conditions and low  salaries, inside the bureauc-
racy. This has a  bad,  and corrupting effect  on  the policy  making process and pol-
icy  implementation. However,  we believe that  the Ghanaian government’s effort 
to root out  corruption  by  introducing  the single spine salary  scheme should be 
applauded, as being  a positive initiative furthering  democratic  practice,  and im-
plies that  they  are aware of these bureaucratic  deficits. It  needs, though,  to be 
emphasised that the problems of corruption  within  the Ghanaian  society  and bu-
reaucracy  is a  major  threat to a  good management  of public funds,  such  as oil-
revenue.
From  the analysis of accountability  in Ghana, it is clear  that  the electoral compe-
tition  in  Ghana  is considered relatively  high  compared to other  developing  coun-
tries.  International and academic scrutiny  of the electoral process is also showing 
that  it  is carried out  in accordance to international standards. Especially  the Elec-
toral  Commission  is of great importance in  securing  vertical accountability.  The 
decentralization  policies planned are also part  of ensuring  greater  vertical ac-
countability  caused by  public participation.  Furthermore, accountability  is to a 
large extent  reliant  on  the availability  of information,  thus the well-functioning 
media  in  Ghana  is to be applauded and has proven  itself a  helpful tool for  public 
participation in political agendas, as well as holding politicians accountable.
Holding  institutions accountable is key  when  developing  and implementing legis-
lation. Government institutions must  be held accountable by  each  other and by 
the public and civil society. Horizontal accountability  is to a  large extent  well-
formulated in the constitution  and functioning  within the formal  political institu-
tions, when excluding the flaws in the constitutional structures.
It has through peaceful transitions of power  been clear, that  there is a  broad con-
sensus on  ‘the rules of the game’. It is clear,  that commitment to agreeing on 
common political terms, the political environment will  hold the stability  neces-
sary  for  political interests to work in  favor  of the population,  rather  than  focusing 
on the political interests themselves.
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It is thus clear  that there are many  concerns in  the securing  sustainable develop-
ment  in Ghana.  The interdependency  of the key  institutions within  the political 
arena  would cause the pointing out of single elements from  this conclusion  too 
simplistic - it  would not  give a  comprehensive understanding  of the problem. 
What  is crucial, is that the key  concepts of good governance are implemented 
within all institutions.
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